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THER things equal, there is substan- 

O tial advantage to the investor in 

choosing the shares of a fixed trust 

sponsored by an organization of long 

experience in the trust field; which 

knows the practical needs of shareholders and how 

to provide for them; which is actively creating 
wider markets and reputation for the shares. 


The organization which sponsors Corporate Trust 
Shares is a pioneer in its field and is one of the 
largest devoted exclusively to the creation and 
distribution of investment trusts of the fixed type. 


Ask your Investment House or Bank about 


CORPORATE 


TRUST SHARES 


This is one of a group of investment trusts sponsored by 
ADMINISTRATIVE AND RESEARCH CORPORATION 
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»———[(THE JOURNAL COVER ILLUSTRATION: FROM A PAINTING BY WALTER DE MARIS|———+ 


MONG all of America’s tangi- 

A ble and intangible assets, rate 

high the will of its citizens to 
cooperate with each other! 

That the will and the determina- 

tion to cooperate is a constant, strong 
and persistent quality is amply evi- 
denced by the attitude of the public 
in general toward 
banks in those com- 
munities which have 
had experiences 
likely to disturb 
public confidence. 
Even in such places, 
the general public 
has continued to co- 
operate through the 
banks. 

The aggregate of 
daily deposits fur- 
nishes the bank the 
means to give to in- 
dustry and business 
the credit necessary 
for continuous oper- 
ation. Industry and 
business in turn are 
enabled to give to the public useful 
services, and to men and women, 
necessary employment. And then in 
turn the payroll by many channels, 
some direct, some indirect and devi- 
ous, gets back again to the bank. 
This is cooperation of the most prac- 
ticable and profitable kind. 

Many of the individual depositors 
may disdain to confer even a glance 
upon others as they brush by them in 
the corridors of the bank or on the 
streets, but for all of that each de- 
positor, be his motive what it may, 
is a cooperator still. 


Without this cooperation, business 
and industry would be paralyzed, 
progress would be stopped, in all 
likelihood there would be a recession 
of civilization itself. Happily, the 
habit and the spirit of cooperation is 
too strong to be more than tempora- 
rily interrupted by any financial up- 

set. Though money 
fear may take posses- 
sion of a man today, 
the feeling soon 
passes and is supple- 
mented by the old 
habit of sturdy thrift, 
and business proce- 
dure in the handling 
of individual fi- 
nances. 
For this month’s 
cover illustration, 
the artist depicts a 
scene, the counter- 
part of which most 
bankers will easily 
recall. Though a 
man may hoard 
money as he will, he 
sooner or later gives up the practice 
and takes his funds to a bank where 
besides earning for him his rate of 
interest, they may be profitably em- 
ployed to provide the necessary 
credits that he and others like him 
may participate in the benefits of 
going enterprises. 


HE well being of the commu- 
nity, of the nation, of the world 


. requires that the cycle of business be 


maintained. 
Confidence keeps it going—re- 
turning confidence adds to its speed! 
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HOSE who know that 80% of the nation’s 
cannot borrow from banks do not 
question the economic need for small loan agen- 
cies. Without them, the majority of families in 
times of financial stress would have nowhere to 
turn for funds to pay their bills and buy the current 
necessities of life. 


v It is the great and widespread importance of 
small loans which merited the consideration of 
the Russell Sage Foundation on the question: 
“What should they cost?” 


v This philanthropic institution answered with a 
Uniform Small Loan Law which provided for a 
maximum charge of 3 4% a month on loans up to 
$300. Twenty-five states have adopted this law, 
most of them with little or no revisions. 


v To those who do not realize that the bank rate 
is a “wholesale” rate, charged usually on large 
loans to finance industry and commerce, this small 
loan rate may seem high. Upon deeper thought, it 
cannot be compared with bank interest. It is a 
“retail” price to the consumer, to pay the cost of 
supplying money in “broken lots.” 


wv A $20,000 loan may be made on good security 
bya bank at one rate of interest. The same amount of 
money loaned to 200 different people in amounts 
of $100 each would cost the lender much more. 


200 interviews, 200 and 2,400 
monthly payment collections during a year obvi- 
ously cost far more than one interview, one in- 
vestigation, and one collection. 


v No one would expect to buy a basket of coal at 
carload prices. Loaning money in amounts under 
$300 is a retail business in cash. 


v No law restricts the retailer of goods on the 
profit he may charge. If a merchant in food or 
furniture determines his selling price by adding 
50% to 1004 to his 
wholesale cost, to pay 
operation cost and 
profit, that’s his business. 


v Yet the laws of many 
states restrict the 
money retailer’s 
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314% a month. He may not deduct 

his interest in advance as banks do. 
He may not impose fines or extra charges for 
anything. His is the only business where. every 
item of cost is clear to the customer, where 
there are no hidden charges. 


v In spite of these stringent requirements, House- 
hold, America’s foremost family finance organiza- 
tion, was able over two years ago (because of large 
volume and efficient management) voluntarily to re- 
duce its rate to 244% a month on amounts above $100 
and up to $300, almost a third less than the lawful 
maximum permitted by most state small loan laws. 


v Competition and not legislation may be de- 
pended upon for a further reduction in rates, when 
and if possible. 

v Household is concerned not only with the tem- 
porary relief of its customers’ financial troubles.* 
It endeavors to help them attain permanent finan- 
cial security. 


*MONEY MANAGEMENT FOR HOUSE- 
HOLDS, a helpful booklet on budgeting family 
income, leading to the happiness of financial 
security, is offered without charge to all. Tele- 
phone, call, or write for a copy. 


SEHOLD 


Offices in 79 Principal Cities).. 


(Consult your telephone directory for the office nearest you) ove 


profit to 
Turn the dial to your NBC Station every Tuesday night at 8:00 Central Daylight Saving Time and be a guest of the Household Celeb- 


rities, 


WOOING 


BETTER TIMES 
through 


BETTER 


capital and prosperity follows. 


featuring America’s foremost stars of the opera, concert, and stage, as well as leading thinkers in affairs of national importance. 


Such organizations as Household make it 


UNDERSTANDING possible for hundreds of thousands of families 


. their bills. in times of emergency, to pay 
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f Retailing 
The Cost o 
SS 
When the business of retailing money is better understood, more stable busi- 
ness conditions can be expected. For the paying of debts helps to restore 
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This Month’s Journal 


and 


Your Own Bank 


HE United States District Court of the Eastern District of 

| Pennsylvania handed down a decision on June 17, 1931, directly 

affecting the status of more than $11,000,000,000 in bank credit 

secured by stocks and -bonds. In this JOURNAL Thomas B. Paton 

shows the clear meaning of this decision and its fundamental 
importance to every banking institution in the country. 

In effect the court has informed banks that if a borrower becomes 
bankrupt the bank has no right to sell the borrower’s collateral 
without asking the permission of the bankruptcy court. The decision 
is based on a decision of the United States Supreme Court in Feb- 
ruary of this year denying the right of a mortgagee of land to bring 
foreclosure proceedings in a state court after the mortgagor’s bank- 
ruptcy and declaring that the bankruptcy court had exclusive juris- 
diction. Judge Paton’s article is a document which should be kept 
for reference because the final chapter in deciding the issue has 
yet to be written. The article supplies a valuable background to 
the Pennsylvania court’s action and cites a number of outstanding 
cases involving the collateral of bankrupt borrowers, both prior to 
the Bankruptcy Act of 1898 and after. 

In the light of these cases, writes Judge Paton, “it is fair to 
assume that the rule announced in the Henry case, that the pledgee 
of securities with power to sell at will must, in every case where 
the pledgor becomes bankrupt, first obtain the consent of the Bank- 
ruptcy Court, is not likely to be upheld by the higher court and 
that bankers need not be particularly concerned unless and until 
the decision in the Henry case is confirmed.” 


RICHARD YOUNG has written for the 

@ September JOURNAL the first of several 
articles on profits in industry. In 1927 and 1928 
Mr. Young wrote a series of articles on the same 
subject. Meanwhile economic conditions have 
passed through certain fundamental changes and 
the average corporation which was reporting new 
high earnings records during 1928 and 1929 is 
having difficulty in avoiding the use of red ink 
on its income account this year. Many concerns 
have lowered their costs so as to operate at a 
profit under the more rigorous competition now 
prevailing, while others, apparently, are only 
marking time and hoping for the return of general prosperity. 
Following this introductory article the JOURNAL hopes to publish 
others by Mr. Young on steel, automobiles, food, clothing and other 
major industries from the standpoint of bankers who must keep 
abreast of conditions in these different lines, in connection with the 
financial statements of individual companies which they are called 
upon to analyze. 


ILBERT T. STEPHENSON believes that careful planning is 

the first and most essential step toward profits in trust work. 
“It Pays to Study the Market for Trust Service” is the name of the 
article. Mr. Stephenson believes that certain areas have an over- 
supply of trust service while other regions do not have enough. 
The only way to find out whether a trust department will become 
an asset or an expensive burden, he declares, is to make a thorough 
survey of the prospects. “It is time,’ declares the writer, “for the 
law of supply and demand to begin to assert itself in the trust field.” 
There are three questions which a bank should answer by careful 
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CHEQUES 


AMERICAN BANKERS ASSOCIATION 


Her lost purse was never re- 
turned—but she got back the 
$120 which was in A.B.A. 
Cheques. She had only to 
report their loss to the bank 
across the street and the re- 
fund was paid in a few days. 


A.B. A. Cheques are money 
insurance. They may be lost, 
stolen or destroyed — but the 
money they represent will be 
restored. They are easy to carry, 
convenient to use anywhere— 
and your funds are safe. 


Carry them at home or 
abroad. Keep them in the 
house for emergencies instead 
of cash. Your own bank will 
recommend them and will 
supply you with them. 


ABA 


CERTIFIED 


OFFICIAL TRAVEL CHEQUE OF 
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vanity auto license- aiso 2 quanuty of a.B.A 
Cheaues and some cash. about noon yesterday: 
probably in upper Broad Street store reward 
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Experience 
Is Strensth 


We take pride in the age and 
strength of this institution, but 
our policy is based upon the be- 
lief that the bank is old because 
it is strong—not strong because 


it is old. 


For the complete and efficient 
service of our correspondent 
banks every modern facility is 
afforded, backed by the experi- 
ence of a century and a quarter 
and total resources of over four 


hundred million dollars. 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital, Surplus and Profits, $46,000,000 


investigation before embarking in the 
fiduciary business: What is the geo- 
graphic radius of service? What is the 
potential amount of trust business in a 
given area? And what can be done to 
reduce overlapping in trust service? 
The chief value of the article to trust 
companies and trust departments is the 
fact that it raises no questions which it 
does not answer. All over the country, 
he says, there are areas with enough 
trust business to support one trust de- 
partment, trying to support three or 
four and all of them living from hand to 
mouth. He suggests two solutions for a 
situation like this, one of which is for 
the competing institutions to get to- 
gether and organize a separate company 
for trust business exclusively. 


OLF NUGENT has investigated the 
credit sources of small merchants 
who do not have access to bank credit 
and has described his discoveries in an 
article called “Where Small Merchants 
Borrow.” The demand for such credit 
has resulted in the building up of a huge 
secondary banking system consisting of 
credit unions, industrial banks, special 
financing arrangements through whole- 
sale houses and a kind of cooperative 
credit and savings society called an 
“axia.” There are others and Mr. Nugent 
has collected the essential facts on each. 
The result is a picture of a rather cha- 
otic situation which does not lend itself 
readily to effective regulation. 


ERBERT M. 

BRATTER 

discusses gold as a 

commodity which 

the United States 

Government 

in great quantities. 

“America’s Gold 

Business” is some- 

thing apart from 

America’s gold 

currency. The 

Government  oper- 

ates ten establish- 

ments for the purchase and assay of 

gold and has a regular scale of prices at 

which it will perform various services in 

connection with gold. In the evolution 

of finance from the days when gold dust 

and hard money were the only recog- 

nized currency the actual metal has come 

to assume more and more a place of un- 

reality. It becomes a habit to think of 

gold in terms of figures on paper’ and is 

sometimes difficult to keep clearly in 

mind just what the hard yellow stuff is 
that gives each dollar its value. 


UDGE PATON has a second important 

article in this issue on “The Duty of 
Corporate Trustees.” He summarizes 
the recent decision of the New York 
Court of Appeals involving the estate of 
Frederick H. Clark. The decision re- 
verses an order of the Appellate Divis- 
ion upholding a decree of the Surrogate 
of Westchester County in which a trust 
company surcharged for- losses 
brought about by the decline of certain 
stocks belonging to the estate. This 
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important case has been discussed by 
Judge Paton in two previous issues of 
the JOURNAL during the past year. One 
of these was an article in August, 1930, 
celled “An Object Lesson in Trust Man- 
agement” and the second article ap- 
peared in the July JOURNAL this year, 
called “Judicial Guidance in Trust Work.” 
The decision of the New York Court of 
Appeals distinguishes between the pur- 
chase of speculative stocks by a trustee 
and the retention of such stocks await- 
ing the arrival of a favorable oppor- 
tunity to sell. The article includes the 
full text of the opinion. 


EORGE E. ANDERSON, under the 

title, “Is Germany So Helpless?”, 
rejects certain front-page fashions of the 
moment, particularly the tendency to re- 
gard Germany and Europe generally as 
prostrate under a tremendous burden of 
debts. He leads out into full view sev- 
eral impressive pieces of information 
about Germany’s international financial 
position which lately have not been re- 
ceiving the attention they deserve. He 
directs attention at capital movements 
in or from Europe which indicate that 
European nations do not always make it 
a practice to exhaust the possibilities for 
self-help before extending hands across 
the sea with palms up. He estimates 
that Germany alone has lost $1,250,000.- 
000 during the past four years in the 
flight of German capital out of Germany. 
Approximately $250.000,000 of this has 
left the Reich in the last nine months. 


ORMAN J. WALL is the author of a 

useful article an agricultural credit 
corporations called “The Gap in Farm 
Loan Agencies.” He is well aware of 
the difficulties encountered in operating 
a credit corporation, particularly under 
the old ruling by the Farm Loan Board 
stipulating that the interest rate which 
could be charged to borrowers should 
not exceed 2 per cent above the redis- 
count rate of the Federal Intermediate 
Credit Banks. The new ruling permits a 
rate of 3 per cent above the rediscount 
rate of the intermediate credit banks and 
Mr. Wall shows how an agricultural 
credit corporation might be administered 
on these terms at a profit. He suggests 
that the best way to assure a satisfac- 
tory return on the capital investment is 
to operate the loan organization as an 
affiliate of the bank. 


M. SHORT’S “Canada.Prepares for 
® Revival” has the advantage of 
being some distance from the beaten 
track, which, in this case, means that it 
is unconditionally optimistic. The de- 
pression, he says, has left no mass of 
economic wreckage in the Dominion. He 
calls attention to the fact that one-fourth 
of all foreign investments held by citi- 
zens of the United States are in Canada 
and that the total is nearly $4,000.000,- 
000. In view of this huge stake in the 
future and present prosperity of Canada 
it is certainly a matter of interest to 
American bankers to know that the coun- 
try faces no serious financial or political 
difficulties and that the prospects of an 
economic revival are unusually good. 
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ringing out the 
protective features of 
Gilbert Sarery Bonn 


The normal appearance of Gilbert Safety Bond---in 
white or its many attractive colors---is no different from 
any other high grade bond paper. Its safety features lie 
secreted within the texture of the paper, making it un- 
usually impregnable to attack by reason of its concealed 
presence. 

% A white spot such as shown below results when the 
delicate surface color of the paper is touched even light- 
ly with an erasure. 

3 A dark brown stain is immediately produced upon 
the application of chemicals in a further futile attempt 
at alteration. 

This “double-bar” protection in no way compro- 
mises the utility of the paper during its legitimate use. 
Only through illegitimate alteration are its safety fea- 
tures “brought out” to mar the surface of this beautiful 
plain surfaced safety bond. 

Write for the booklet mentioned below. You will be 
interested in reading this true story. 


GILBERT PAPER COMPANY : Menasha, Wisconsin 


ALEXANORIA, La... 


EBETIER PAPERS 


GILBERT PAPER CO., Menasha, Wis. 
Please mail a copy of “A story of a Raised Check” without cost or obligation. 
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St FIRST 


-IN ST. LOUIS 


Stability 
Service 


The privilege of being the largest bank in St. Louis imposes 
upon the Officers, Directors and Employes of the First 
National Bank A DISTINCT OBLIGATION ...to be a bank 
of unexcelled service—operated primarily for the protection 


of its thousands of depositors. 


Every rule and regulation for the conduct of this great 
National Bank is designed to PROTECT THE FUNDS OF 
DEPOSITORS above all other considerations. 


Isn’t this the kind of bank to represent you in the Central West? 


FIRST NATIONAL BANK 


ST. LOUIS’ LARGEST BANK 


RESOURCES OVER $176,000,000.00 


When writing to advertisers please mention the American Bankers Association Journal 
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Collateral as Affected by the 


Borrower’s Bankruptcy 


By THOMAS B. PATON 


General Counsel, American Bankers Association 


Recent Federal District Court Decision That Upon Bankruptcy 
of Borrower the Power to Sell Securities Under Collateral 
Note Cannot Be Exercised Except by Consent of Bankruptcy 


Court, Not in Line with Prior Rulings. 


ILLIONS of dollars of stocks 
and bonds are held by the 
banks of the country as se- 
curity for demand loans under 
collateral notes which give the bank 
the right to sell at will when demand 
for payment is not met or upon non- 
compliance with other familiar con- 
ditions of such notes. To indicate 
the extent of such holdings, the Re- 
port of the Comptroller of the Cur- 
rency for 1930 shows that on June 
30 of that year 24,079 reporting banks 
in the United States held among their 
resources “loans secured by United 
States Government and other bonds, 
stocks and securities (exclusive of 
loans to banks) $11,532,995,000.” 


Essential to Safety 


LARGE proportion of the vast 

amount of collateral held as se- 
curity for loans consists of readily 
marketable collaterals and the ability 
of the bank promptly to dispose of the 
collateral by immediate sale at the 
market price in case of need and when 
the borrower fails to live up to his 
contract is essential to its safety. 
This right to sell and convert into 
money is conferred by contract with 


the borrower and is one of the con- 
ditions in consideration of which the 
loan is made. 

It would be surprising indeed if the 
bank should be informed upon the 
bankruptcy of a particular borrower 
that the bank could not sell its col- 
lateral at will, as permitted by the 
contract, but must first apply to the 
Bankruptcy Court for and obtain its 
permission to sell, causing delay 
which might deprive the bank of the 
opportunity to take advantage of a 
temporary favorable condition of the 
stock market and cause it serious loss. 
And yet, in a nutshell, this is pre- 
cisely what has been held in a recent 
decision of a Federal District Court 
in Pennsylvania (Matter of Henry, 
U. S. District Court, Eastern District, 
Pennsylvania, June 17, 1931), which 
decision has caused some concern to 
bankers to whose attention it has been 
brought. 

The decision, if sound, would write 
into the collateral notes of all bor- 
rowers a modification to the effect that 
should the borrower become bank- 
rupt, the bank’s right of sale of the 
collateral at will is not absolute, but 
is conditioned upon application to and 
permission by the Bankruptcy Court. 


125 


Effects of the Decision. 


The decision in the Henry case is 
based upon a decision of the Supreme 
Court of the United States rendered 
in February of this year denying the 
right of a mortgagee of land to bring 


foreclosure proceedings in a _ state 
court after the mortgagor’s bank- 
ruptcy and holding that the Bank- 
ruptcy Court had exclusive jurisdic- 
tion (Isaacs v. Hobbs Tie & Timber 
Co., 51 Sup. Ct. 270). An examina- 
tion of this basic decision and of the 
later decision in the Henry case will 
be of value for the attention of banks 
interested in the security of collateral 
loans and to their attorneys. 


Foreclosure of Bankrupt’s 
Mortgage 


N the Isaacs case, after the mort- 

gagor of land in Arkansas became 
bankrupt, the mortgagee instituted 
foreclosure proceedings in the state 
court. The Supreme Court said that 
“the titke and right to possession of 
all property owned and possessed by 
the bankrupt vests in the trustee as of 
the date of filing the petition in bank- 
ruptcy,” and further “that upon ad- 
judication, title to the bankrupt’s 
property vests in the trustee with 
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actual or constructive possession and 
is placed in the custody of the Bank- 
ruptcy Court,” from which it follows, 
said the court, “that the Bankruptcy 
Court has exclusive jurisdiction to 
deal with the property of the bank- 
rupt and when this jurisdiction has 
attached the court’s possession can- 
not be affected by actions brought in 
other courts and the trustee may ob- 
tain an injunction to restrain the 
mortgagee from foreclosing the mort- 
gage in the state court.” 


The Henry Case 


T is upon the doctrine announced in 

the Isaacs case that the Federal 
District Court bases its decision in 
the Henry case. In the latter case, 
the bankrupt was the owner of in- 
vestment securities which he had 
pledged to different banks for loans, 
accompanied by the usual form of col- 
lateral note giving the pledgee in ef- 
fect the power to sell at will, to apply 
the proceeds to the repayment of the 
loan and to turn over to the pledgor 
the surplus, if any. The order of the 
referee restrained the pledgee banks 
from exercising the power to dispose 
of the collateral. In confirming the 
order of the referee, the District 
Court said the whole question is 
whether, after the assets of the debtor 
have passed into the custody and con- 
trol of the Bankruptcy Court, anyone 
will be permitted without the consent 
of the Bankruptcy Court to interfere 
with such custody by a sale of the 
assets or otherwise. The court was 
not impressed with the objection that 
as the power of sale was given to the 
pledgee by contract, the Bankruptcy 
Court was without power to do any- 
thing which impaired the obligation 
of contracts and it repeated that “the 
sole question is whether the Bank- 
ruptcy Court has exclusive jurisdic- 
tion to make the sale or whether in 
defiance of the Bankruptcy Court 
some other court or the pledgee him- 
self can sell.” 

Referring to the rule declared 
by the Supreme Court in the Isaacs 
case “that another court cannot 
decree the sale of assets in the 
possession and under the control of 
the Bankruptcy Court without the 
leave of the latter court,” the 
Federal District Court gave con- 
sideration to the question whether 
the doctrine of that case applied 
to the case before it in view of the 
difference in facts with respect to 
the character of the pledge. It 
pointed out that in the Isaacs case 
the pledgee’s right was to sell land 
through the process of a court and 
after the land became bankruptcy as- 
sets the land could not without per- 


mission of the Bankruptcy Court be 
sold by another court under the 
pledge. In the instant case, it said, 
there was a like pledge, not of 
land, but of personal property and the 
pledgee had the right to sell not 
merely through the processes of a 
court, but to himself sell without 
recourse to any court. Notwithstand- 
ing this difference in the factual situ- 
ation, the court reached the conclu- 
sion that a like ruling should be made 
that the pledgee of securities under 
power of sale at will can sell only by 
leave of the Bankruptcy Court. 

As this is a somewhat startling 
doctrine, we quote somewhat fully 
from the opinion of the court: The 
court said it was “in full accord with 
the proposition that the position of 
the pledgee cannot be disturbed by 
any summary action of the Bank- 
ruptcy Court but the right of the 
pledgee is open to attack only by a 
plenary suit.” But the question be- 
fore it was quite different, namely, 
“one of the right of the pledgee to 
take the assets of the bankrupt’s 
estate out of the control of the Bank- 
ruptcy Court by selling them.” The 
court pointed to the daily exercise of 
the judicial power to stop such sales 
by mortgagees to whom seized lands 
have been conveyed; by judgment 
creditors who have taken land in exe- 
cution; by landlords who have dis- 
trained property for rent and by 
plaintiffs in attachment in execution 
proceedings. 


Collateral Pledgee Not 
Differentiated 


NQUIRING whether pledgees under 

collateral loans should be an ex- 
ception to the general rule, the court 
said the only theory upon which the 
case of the pledgee of collateral might 
be differentiated from that of other 
pledgees is that the collateral holder 
is not a pledgee but an owner and as 
such owner the thing pledged forms 
no part of the bankrupt’s assets or 
at most the Bankruptcy Court has no 
possession but only the right to pos- 
session which can be reduced to actual 
possession only by a plenary suit. 
Negativing this theory and continuing 
its reasoning, the court said: 


“This theory is provocative of a dis- 
cussion which has no end. The property 
here is theoretically of the type known 
as choses in action. The pledgee of 
bonds or of stocks holds possession of 
nothing except the evidence of a debt 
due to the pledgor or of his right to 
share in the assets of a corporation. 
A mortgagee is in form not a pledgee 
but the owner of the land described in 
his mortgage subject to a defeasance. 
All which is left to the mortgagor or 
owner is a right of redemption. None 
the less the now accepted view is that a 


mortgagee is a pledgee or lien holder. 
The ordinary form of corporate bonds 
and certificates of stocks, it is true, have 
come to be regarded not as evidences of 
debt or of a share in corporate assets 
but as in themselves property. Pledgees 
of bonds or stocks are none the less 
pledgees with a right of lien. This is the 
only real right they have. We see no 
difference in this respect between them 
and the pledgees of land. We are not 
unmindful of the difference between the 
possession of a power and the propriety 
of its exercise. A Bankruptcy Court is 
as much bound to have regard to the 
rights of pledgee creditors as of any 
other creditors and not to forget that 
the latter may have priority of right. A 
pledgee, because of this, should always 
be at liberty to apply to the Court for 
leave to enforce his pledge. 

“As indicated we think the order of 
the Referee should be confirmed but that 
it should be modified by the allowance of 
leave to any pledgee of the investments 
of the bankrupt to apply for leave to 
enforce the pledge by sale or otherwise. 
It can then be determined in each in- 
stance whether the pledgee should be 
permitted to sell or have terms imposed. 
Doubtless the learned Referee thought 
the pledgee would have this right any- 
how, and hence did not incorporate it in 
the order entered. It would, however, 
be well to make it clear that the pledg- 
ees are not concluded by the order.” 


Effect of Decision 


F the decision of the Federal Dis- 

trict Court correctly states the law, 
then no bank holding the pledged col- 
lateral of a borrower who becomes 
bankrupt can exercise its contract 
right to sell at will but must in every 
case first obtain permission of the 
Bankruptcy Court, and important 
changes in the conditions upon which 
collateral loans are made are bound 
to follow, for the power of immediate 
sale of a bankrupt’s securities would 
be valueless and in any given case the 
bank might suffer serious loss as the 
result of its inability to convert mar- 
ketable securities into cash quickly. 
Furthermore, such a decision gives 
rise to uncertain questions. If the 
bank sells the bankrupt’s collateral, 
without applying to the court for its 
consent, would it be held liable for 
conversion? Presumably so. On the 
other hand, will the purchaser take 
good title? He doubtless would, if the 
securities were negotiable and pur- 
chased in good faith so as to give him 
the status of a holder in due course 
under the Negotiable Instruments 
Act. The decision in the Henry case 
is bound to have an important bear- 
ing upon existing banking practices 
should it be affirmed by the Supreme 
Court. 

However, a review of prior de- 
cisions of the United States Su- 
preme Court and of the lower Fed- 
eral courts would indicate that, con- 
trary to the decision in the Henry 
case, the law has been quite well set- 
tled that a pledgee under power of 
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sale, has the right to sell according to 
the terms of the pledge notwithstand- 
ing the bankruptcy of the borrower, 
without asking the consent of the 
Bankruptcy Court and that the power 
of the court to enjoin the sale in ac- 
cordance with the contract will not be 
exercised unless there be fraud or 
oppression. This is very different 
from a rule that in no case can there 
be a valid sale of securities of a bank- 
rupt which have been pledged in a 
collateral note unless the consent of 
the Bankruptcy Court is first ob- 
tained. A brief reference to some of 
the decisions will be made. 

In Yeatman v. New Orleans Sav. 
Inst., 95 U. S. 589, decided in 1877, 
where an assignee in bankruptcy de- 
manded the surrender of a bankrupt’s 
collateral by the pledgee bank, the Su- 
preme Court held that until the note 
was fully paid, the bank was not 
bound to return the collateral to the 
bankrupt or to the receiver or as- 
signee in bankruptcy. The court said: 
“The receiver and assignee seem to 
have acted throughout upon _ the 
theory that they had the right, im- 
mediately upon and in virtue of the 
adjudication in bankruptcy, to assume 
control of all property of every kind 
and description, wherever held, in 
which the bankrupt had an interest, 
without reference to the just posses- 
sion of others lawfully acquired prior 


to the commencement of the proceed- 
ings in bankruptcy and without ref- 
erence to the liens, encumbrances or 
equities which existed against the 
property at the time of the adjudica- 
tion in bankruptcy. We have seen 
that such a theory is unsupported by 


law.” This decision, of course, was 
rendered prior to the present Bank- 
ruptcy Act of 1898. 


Recognized Bank’s Right 


N Hiscock v. Varick, 27 Sup. Ct. 

681 (1907), decided under the 
present Bankruptcy Law, where a 
bank sold pledged securities after the 
bankruptcy of the pledgor and sought 
to prove claim for the balance, the 
Supreme Court positively recognized 
the right of the bank to make the sale 
without first applying to the Bank- 
ruptcy Court. It said the bank had an 
absolute power of sale coupled with 
an interest and it pointed to Section 
57h of the Bankruptcy Act which pro- 
vides: “The value of securities held 
by secured creditors shall be deter- 
mined by converting the same into 
money according to the terms of the 
agreement pursuant to which such 
securities were delivered to such cred- 
itors or by such creditors and the 
trustee, by agreement, arbitration, 
compromise or litigation as the court 
may direct and the amount of such 
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value shall be credited upon such 
claims and a dividend shall be paid 
only on the unpaid balance.” 

Applying this statute to the case 
before it, the court said: “The court 
was by this subdivision empowered to 
direct the disposition of the pledge or 
the ascertainment of its value, where 
the parties had failed to do so by their 
own agreement. It is only when the 
securities have not been disposed of 
by the creditor in accordance with his 
contract that the court may direct 
what shall be done in the premises. 
Of course, where there is fraud or a 
proceeding contrary to the contract, 
the interposition of the court may 
properly be invoked.” 

Here, then, is a direct ruling by the 
highest court that securities pledged 
to a bank with power of sale at will, 
can be sold by the pledgee without 
first obtaining the permission of the 
Bankruptcy Court and it is only in 
exceptional cases where fraud is al- 
leged or other violation of the con- 
tract that the court has the power to 
enjoin the sale. 


A Previous Pennsylvania Case 


LSO in 1900, the same District 
Court for the Eastern District 
of Pennsylvania that decided the 
Henry case (a different judge, how- 
ever), held directly to the contrary of 
what is now decided, namely, that the 
Bankruptcy Act of 1898 does not vest 
the Bankruptcy Court with any power 
to interfere with a creditor holding 
property of a bankrupt in pledge to 
secure his debt and having a valid 
lien thereon, in exercise of the power 
of sale given by the terms of his con- 
tract, where there is no claim that 
such power will be exercised in a 
fraudulent or oppressive manner. (In 
re Brown, 104 Fed. 762.) 

Again, in 1910, the Federal Court 
in North Carolina (in re Peacock, 178 
Fed. 851, Circuit Court, E. D. North 
Carolina) has likewise held under 
Section 57 that the pledgee has the 
right, as against the trustee in bank- 
ruptcy, to sell the pledged property 
and apply the proceeds to the debt 
after the adjudication in bankruptcy. 
The court held that the rights of the 
pledgee with respect to the lien were 
not affected by the adjudication in 
bankruptcy and the pledgee had a 
right. upon default, to sell the prop- 
erty in accordance with the contract 
of the parties. 

One more citation. In the recent 
case of Wingert v. Kieffer, 26 Fed. 
(2d) 59 (U. S. Cir. Ct. App. 4th Cir- 
cuit, Nov. 1928), the court said: 

“It is ordinarily true that the pledgee 


of stock. unless restrained by the Bank- 
ruptcy Court, may proceed to sell under 
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the power of sale contained in the pledge 
without asking the consent of the court. 
But it by no means follows that the 
court should allow the pledgee to make 
such sale where it appears that the 
pledgee is one of the petitioners in the 
bankruptcy proceeding and as such has 
invoked the power of the court to handle 
the estate of the alleged bankrupt and 
by the filing of the petition and secur- 
ing the appointment of receivers has 
made it impossible for him to protect 
his interest on the sale. The power of 
the court to enjoin the sale by the 
pledgee cannot be doubted.” 


This reiterates the general right of 
the pledgee to sell under the power, 
without the court’s consent, unless the 
case is exceptional. 


Affirmance Doubtful 


S the decision in the Henry case 
has caused some inquiry at the 
Office of the General Counsel, we have 
thought it well because of the tre- 
mendous amount of securities in the 
hands of pledgees which would be 
affected, to publish the details of the 
decision and to briefly discuss its pur- 
port and effect. In the light of what 
has heretofore been decided, it is fair 
to assume that the rule announced in 
the Henry case, that the pledgee of 
securities with power to sell at will 
must in every case where the pledgor 
becomes bankrupt first obtain the con- 
sent of the Bankruptcy Court, is not 
likely to be upheld by the higher court 
and that bankers need not be particu- 
larly concerned unless and until the 
decision in the Henry case is affirmed. 
The basic reason for the exclusive 
control of the bankrupt’s assets by the 
Bankruptcy Court is the protection of 
the interest of all creditors and the 
function of the court is to see that 
the assets are properly disposed of, 
for otherwise pledged property, in 
which there is often an equity, might 
be sacrificed by the pledgee to the 
detriment of other creditors. But 
while the Bankruptcy Court has ex- 
clusive jurisdiction of the assets of 
the bankrupt, all the decisions prior 
to that in the Henry case recognize 
the pledgee’s contract right to sell 
without consent of the court and hold 
he will not be enjoined or interfered 
with in the absence of a showing of 
fraud or other proceeding by the 
pledgee in violation of his contract 
rights. Indeed it would seem that 
where a bank has acquired for a valu- 
able consideration a power coupled 
with an interest, which neither death 
nor bankruptcy can revoke, a depriva- 
tion of the right of the bank to exer- 
cise this power in any legitimate case, 
by taking it out of its hands and vest- 
ing it in the Bankruptcy Court, would 
be taking its property without due 
process of law in violation of the 
Constitution. 
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It Pays to Study the Market 
for Trust Service 


By GILBERT T. STEPHENSON 


President, Trust Company Division, American Bankers Association and Vice-President, 
Equitable Trust Company, Wilmington, Delaware 


Banks Will Avoid Losses by Surveying Field Thoroughly Before 
Attempting to Engage in Fiduciary Business. Opportunity Exists 
for Men Who Might Qualify as Trust Engineers Whose Function 
Measure the Possibilities of a Given Area. 


Would Be to 


in the United States the time has 

come, I think, for fiduciary associ- 

ations to give consideration to the 
making of trust service statewide. In 
the early years of the trust company 
movement trust departments were 
opened here and 
there over a state 
without reference 
to one another. 
They were 
opened, further- 
more, without 
much reference 
to the law of de- 
mand and supply. 
A trust depart- 
ment was opened 
by an enterpris- 
ing bank or trust 
company. It at- 
tracted attention. 
Other banks and 
trust companies 
felt obliged to en- 
ter the trust field, 
too, lest their 
rival capture 
their bank cus- 
tomers by its of- 
fer of this addi- 
tional service. 
There was little 
or no preliminary survey of the trade- 
area to ascertain its potentialities as 
a trust field. 


Chance Alone 


HE result, as revealed by the ac- 

companying maps of three widely 
separated states, is that, the country 
over, there is an extraordinary num- 
ber of laps and gaps in trust company 
service. That-is to say, there are 
trade-centers with three or four or 
even more trust departments in areas 
that do not and are not likely ever to 
have trust business enough to sup- 
port more than one or, at most, two 


L: the evolution of trust business 


Basic outline map copyrighted by Rand MeNally & Co., Chicago. _ 
The extent of trust service in North Carolina on the basis of a radius of 25 miles 
for each institution. Shaded parts of the map are outside the radius of any trust 
institution 


properly manned and equipped trust 
departments. At the same_ time, 
there are other trade-areas without 
any trust departments that have po- 
tential trust business enough to sup- 
port two or more good trust depart- 
ments. There are trust departments 


\ 


’ in over-supplied areas that are simply 


marking time because there is not 
enough trust business to go round, 
while people in other areas are with- 
out trust company service. It is time 
for the law of supply and demand to 
begin to assert itself in the trust field. 
As the law does become more effective, 
new trust departments will be opened 
in certain trade-areas and existing 
trust departments in oversupplied 
areas will gradually withdraw from 
the field. 

Nothing short of a _ reasonable 
monetary return will justify a bank’s 
entering the trust field. This does 
not mean that trust business must 
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pay from the start; it probably will 
not. It does mean that in the course 
of a reasonable time, ten years, Say, 
it should show a reasonable return on 
the investment. 

Thus to emphasize the importance 
of the monetary return is not un- 
duly to commer- 
cialize trust busi- 
ness. It is only 
being fair -to 
stockholders of 
banks. There is 
no more obliga- 
tion upon a bank 
to open a trust 
department, un- 
less it can be 
made to pay, than 
there is to open 
a real estate or 
savings or safe 
deposit or invest- 
ment or insur- 
ance or any other 
department. The 
suggestion that a 
trust department 
is a quasi-public, 
if by that one 
means a_ quasi- 
charitable, de- 
partment is not 
impressive. There 
1S no reason or excuse for spending 
stockholders’ money in settling other 
people’s estates, administering other 
people’s trusts, and performing other 
people’s agencies at a loss. Trust 
business should be measured by the 
same standards as to monetary re- 
turns as commercial or savings bank- 
ing or investment or real estate or in- 
surance or any other business of a de- 
partmentized bank or trust company. 


Fundamental Factors 


N deciding whether or not a trust 
department will pay, a banker 
must take into account several factors, 
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Basic outline map copyrighted by Rand MeNally & Co., Chicago. 
Connecticut on a basis of a radius of 25 miles has state-wide trust service 


among which are the following: 


What is the geographic radius of ser- 
vice of a trust department? 

What determines the potential amount 
of trust business in a given area? 

What can be done to reduce overlap- 
ping in trust service? 

Trust service, with all that it im- 
plies, can be rendered by a bank or 
trust company within a limited area 
only. Certain important aspects of 
trust service are largely free of geo- 
graphic limitations. Safekeeping 
liquid assets, investing and making 
stated periodic payments may be done 
quite as well by an absentee as by a 
local trustee. But, highly important 
as these three are, they are not all 
the essential elements of a complete 
trust service. To them must be 
added rendering personal, advisory 
services, exercising discretionary 
powers, and managing local, immov- 
able properties. None of these latter 
three can be rendered to the best ad- 
vantage except by a local trustee well 
acquainted with the beneficiaries, the 
community, and the business habits 
and practices of the people. 


Boundaries of Trade Areas 


ITHIN what radius may. a com- 

plete trust service so defined be 
rendered? <A rough and ready test 
is: How far do people go to trade? 
But something else than mileage must 
be reckoned with. Trade-areas are 
often fixed by trivial, inconsequential 
phenomena. Boundaries may be little 
creeks or tracts of woodland or ranges 
of hills. The people on one side of 
the creek or woods or hill have very 
little to do with those on the other. 


They trade at different stores, attend 
different churches, send their children 
to different schools, have their social 
contacts with different groups. 
Though the automobile and improved 
road have enlarged the trade-area, 
they have not changed human nature 
in this respect, and trifling natural 
barriers still separate communities. 
The trust man may ask himself: 
How far can I go in this direction 
or that or the other and feel at home 
with its people? The makers of wills 
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and creators of trusts may ask: Will 
my wife and children feel at home in 
that bank or trust company? Will they 
and the trust man understand one an- 
other? It 1s to be seen that there is 
no mathematical formula for measur- 
ing the range of a trust department. 
It is largely a question of the radius 
of the personal acquaintance and in- 
fluence of the trust man and his ac- 
cessibility to the beneficiaries and 
theirs to him. I have thought of the 
radius in level, open sections traversed 
by good roads as being about fifty 
miles, and in broken, mountainous 
sections as being about twenty-five 
miles. The accompanying maps are 
drawn to radius of twenty-five miles. 

Any active banker or trust man 
knows fairly accurately the natural 
boundaries of the trade-area of his in- 
stitution, and the range of his trust 
department is not likely to extend be- 
yond those boundaries. These maps 
illustrate how the trust service 
in any state may be visualized. A list 
of the active trust institutions in any 
state may be obtained from the state 
banking department. By embodying 
them on a map of the state and draw- 
ing the radius of service of the insti- 
tutions plotted, taking into considera- 
tion the type of country in which they 
are located, anyone can see at a glance 
the extent of trust service in any sec- 
tion of the state. 


Potential Volume 


HE amount of possible trust busi- 
ness in any given area depends, 
first, upon the property that will pass 


Basic outline map copyrighted by Rand McNally & Co., Chicago. 


Oregon, with great mountainous and wooded regions, has wide areas outside the 
radius of its trust institutions 
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at death from one generation to the 
next, and, second, upon the amount of 
property that should be left in trust. 


The bureau of vital statistics and the | 


probate court records will reveal the 
number of deaths and the number of 
appointments of executors and admin- 
istrators in the area within a given 
time. The court records will also 
show the amount of property held 
in trust under will or by order of 
court. But the amount of property 
tells only a part of the story so far as 
trust business is concerned. What 
kind of property is it? How much of 
it is real estate? livestock? goods? 
business assets? Real estate usually 
passes direct to heir or devisee with- 
out any commission to the adminis- 
trator or executor. An estate com- 
posed largely of a going business—a 
sole proprietorship, partnership, or 
close corporation—built around one 
man with only a salvage value after 
he is gone, is not attractive trust 
business. In determining the trust 
possibilities of an area, one should 
investigate the liquid assets—the sav- 
ings deposits, the life insurance in 
force, the investment in stocks and 
bonds. These are the types of assets 
that lend themselves to trust adminis- 
tration. 

Once a trust department enters a 
field, it cannot be selective about the 
assets it will accept. It will be obliged 
to receive and administer as best it 
can all the assets of all sorts that 
come to it under the executorship or 
trusteeship that it has accepted. These 
assets will represent a cross-section 
of the wealth of the community. While 
it cannot be selective after it enters 
the field and accepts the business, it 
can and, in justice to its stockholders, 
it should exercise discretion in the 
first instance about entering the field 
at all. If the trade-area is over- 
whelmingly agricultural, if its wealth 
is mostly land and livestock and goods, 
if its leading business enterprises are 
sole proprietorships, partnerships, and 
close corporations—one-man concerns 
—if its people are not savings de- 
positors, or investors except in land, 
or life insurers, it is an unpromising 
field for trust business. 


A Reasonable Share 


HE next question is: If a trust 

department is opened, how much 
of the potential trust business may it 
reasonably expect? Say for the mo- 
ment that it is the only trust depart- 
ment in the area, that its rivals are 
individuals and not other banks or 
trust companies. The court records 
will tell how many executorships, ad- 
ministratorships, guardianships, and 
testamentary and court trusteeships 
may be expected. But how many of 
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these will the trust department re- 
ceive? There is no exact answer to 
this question, but the following figures 
from other fields may be helpful: 

In England, where trust corpora- 
tions have been in the _ business 
twenty-three years, they are handling 
about 17 per cent of the estates—one 
out of six. In New Castle County, 
Delaware, where trust departments 
have been operating about forty years, 
about 11 per cent of the estates are 
in the hands of banks and trust com- 
panies. In North Carolina, an agri- 
cultural state, where one trust com- 
pany has been actively engaged in 
trust business about forty years and 
others for shorter periods, about 31% 
per cent of the estates is now in the 
hands of banks and trust companies. 
Based on volume rather than number, 
the percentage would, no doubt, be 
higher, for the average size of an es- 
tate in the hands of a trust depart- 
ment is greater than that of one in 
the hands of an individual. I esti- 
mate—and this is only an estimate— 
that in an area in which an active 
trust department has been operating 
as long as one full generation, about 
one fourth in volume of the estates 
would be in its hands for settlement 
or administration. 


Nearer Home 


NOTHER thing that will throw 
light upon the amount of poten- 
tial trust business of a bank or trust 
company is a study of the possibilities 
in the bank’s or trust company’s own 
ranks. How many of its officers, di- 
rectors, stockholders, larger depositors 
will be disposed to name it under their 
wills? What would their trust busi- 
ness amount to? The active officers 
of a well established bank have such 
an intimate knowledge of the attitudes 
as well as the estates of their larger 
depositors as to have a pretty reliable 
judgment about their giving a bank 
or trust company their trust business. 
My main point is that a thorough, 
painstaking, discriminating study of 
the possibilities of trust business in 
the trade-area of the bank or trust 
company should be made before a 
trust department is opened or, if al- 
ready opened, before money is spent 
to develop it. It is always best to 
look before one leaps. It is better to 
spend a dollar to learn beforehand 
that a trust department cannot be 
made to pay than to lose ten dollars 
afterwards in the vain effort to make 
it pay. The sources of study are at 
hand—the vital statistics, the tax 
books, the probate records, the bank’s 
own records. In advocating this pre- 
study I am only advocating what men 
in other lines of business have long 
been doing. 
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Before a chain store company selects 
the site for another store, it stations 
a man on the street in front of each 
of several offered or proposed sites 
who actually counts the number of 
people passing each site within a 
given time. Before a highway engi- 
neer determines the type of road he 
will recommend, he counts the num- 
ber and type of vehicles passing a 
given point on the road within a given 
space of time. With this information, 
he can tell whether to build a sand- 
clay or a concrete road, a one-way or 
two-way or four-way highway. Is 
there not a field for a limited number 
of trust men to turn trust engineers: 
and to help banks and trust companies 
to survey the trust possibilities of 
their trade-areas? 


To Prevent Overlapping 


UPPOSE a study of the potential 

trust business of the area con- 
vinces an impartial trust engineer 
that there is not more than enough 
trust business to support one trust 
department. Yet there are already in 
that area two or three or more, each 
of them operating at a loss or nominal 
profit. Or suppose it is a virgin field 
that two or more rival banks or trust 
companies are thinking of entering. 
How can such a situation be met? 
This *s not an academic question. All 
over the United’States there are areas 
with enough trust business to support 
one trust department, trying to sup- 
port three or four and all of them liv- 
ing from hand to mouth. 

Two ways of solving the problem 
of overlapping trust service have been 
suggested. One is for the banks and 
trust companies of the area to get 
together and, basing their action upon 
the results of a careful study, decide 
how many trust departments that area 
will support and decide which of the 
existing departments shall carry on 
and which gradually withdraw from 
the trust field. To offset the advan- 
tage to those that remain in the field, 
the latter should gradually retire from 
the commercial or savings bank field 
and leave banking to the others. 


Banks Can Join Forces 


NOTHER and, in some ways, a 
more practicable way is for the 
banks and trust companies of the 
area to get together and organize a 
separate trust company to engage in 
trust business exclusively. The stock 
would be held by the participating 
banks and trust companies.: The board 
of directors would be chosen from 
their officers and directors. By means 
of a voting trust, they cou!d assure 
control of the trust company. Each 
(Continued on page 170) 
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Where Small Merchants Borrow 


By ROLF NUGENT 


Department of Remedial Loans, Russell Sage Foundation, New York City 


Variety of Agencies Has Developed to Supply the Demand from 


Retail Shopkeepers for Credit. 


These Include Industrial Banks, 


Axias, Credit Unions, Individuals and Loans by Wholesalers. 
High Interest Rates Make Such Transactions Profitable. 


HE search of small merchants 
for new sources of credit has 
developed a secondary banking 
system of large proportions. 

This system is in part a non-legal, 

underground one, but more and more 

recognized legal 

agencies are de- 

veloping to meet 

the need. 

The most 

common source 

of credit for the 

small city mer- 

chant without 

bank credit is 

an institution 

known as the 

axia. The axia 

is a cooperative 

credit and sav- 

ings society, 

sometimes or- 

ganized as a 

business cor- 

poration, some- 

times as a mem- 

bership cor- 

poration and 

sometimes 

merely as a vol- 

untary association. Its name 

is derived from the Russian 

“achtzia,” which means “shares.” 


The Family Unit 


HE axia originated among Jewish 
merchants in the cities of eastern 
Europe as a family loan association. 
The Jewish family keeps a_ tribal 
quality—it includes in a fairly close 
relationship all family connections by 
blood and marriage under the leader- 
ship of a patriarch. For centuries 
this family group has been a social 
and economic unit. The family group 
absorbed the risk of sickness, death 
and hard luck of each of its individual 
members through loans or outright 
gifts of the more fortunate. 
Following the development of the 
cooperative credit society idea in 
Europe during the latter part of the 
nineteenth century, this loan func- 


tion of the Jewish family gradually 
came to be formalized. A _ definite 
loan fund was established on a basis 
of shares, a committee appointed to 
operate the fund, an interest charge 
established for the use of money, and 


dividends paid on shares. This tran- 
sition was a gradual process because 
it necessitated a break with the ortho- 
dox doctrines against taking interest 
from other Jews for the use of money. 

With the formal organization of the 
fund, the family unit became less im- 
portant in its capacity of mutual pro- 
tection. Through inter-marriage, 
other entire families were brought 
into the fund and bought shares and 
borrowed money from it. This ac- 
cretion from without required more 
care in lending, so the relative who 
first became a member of the axia 
through marriage endorsed the note 
of any member of his immediate 
family who borrowed. Endorsement 
quite naturally became the recognized 
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procedure for establishing security. 

The axia is no longer confined to 

Jews. Italians have taken to the 

idea quickly. Hungarians and Poles 

have also formed axias, and there are 

even a few among Chinese and 

Japanese, 

Wherever a for- 

eign community 

develops and re- 

tains its own 

language and 

customs, t he 

axia is apt to 

be found. Few 

axias are now 

limited to a sin- 

gle family, but 

they may have 

other points of 

homogeneity. 

Many among 

Russian Jews 

and Italians, 

for instance, 

limit mem- 

bership to fam- 

ilies of for- 

mer residents of 

the same town 

in Russia or 

itedy.-The 

money accumu- 

lated is used chiefly for business 

purpose, but may also finance 

bringing relatives from Europe, or 
pay doctor bills for sick members. 


An Application for a Loan 


HE axia meets once a month in a 
public meeting room or even in the 
home of an officer. Its books and 
records are usually kept in a private 
home. Occasionally a synagogue is 
the meeting place and office. While 
the axia is subject to absolutely no 
regulation, it is in effect a bank, and 
as such breaches the banking law. 
Loans are usurious because more than 
the legal rate of interest is charged 
and losses from defenses of usury are 
frequently heavy. 
Some axias are well run, use certi- 
fied public accountants and are quite 
sound. Others are confused by ap- 
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parent high earnings shown by dis- 
counting interest in advance, pay 
huge dividends, and inevitably liqui- 
date at a loss. Defalcations are com- 
mon and favoritism among the clique 
in control often leads to uncollectible 
loans. 


Exist by Thousands 


EVERTHELESS, the extent of 

axia operation is amazing. Thou- 
sands are operating in New York, 
Chicago, Philadelphia and Newark, 
and I suppose a proportionately large 
number have been organized in other 
large cities. In one year, the New 
York State Banking Department, 
without special effort, collected 
names and adresses of more than five 
hundred in New York City. Most of 
these are quite small, but some have 
assets in six figures. 

Although the great majority of 
credit unions are now _ organized 
among employee groups and are iden- 
tified with the personnel activities of 
employers, many, particularly in New 
York and Boston, are the direct out- 
growth of axias and deal with small 
business men. Incorporation under 
credit union enabling acts permits al- 
most the same type of business as that 
performed by axias, avoids prosecu- 
tion or forced liquidation for infrac- 
tion of the banking laws, gives the 
advantage of state supervision, and 
prevents the defense of usury. Credit 
unions in New York City have out- 
standing loans to small merchants and 
small manufacturers of approximately 
$10,000,000. 

In spite of many conspicuously suc- 
cessful examples among small-mer- 
chant credit unions, the mortality 
among these “legalized axias’” has 
been high. The difficulty has been the 
expansion of size and the decrease in 
homogeneity that followed formal in- 
corporation. While the loan associ- 
ation was small, the membership was 
compact and loans could be success- 
fully made without a great deal of in- 
vestigation. But with increased size 
of credit unions having no definite 
limitations of membership, the grant- 
ing of credit became more difficult 
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and required a management technique 
which few credit unions could find in 
their ranks. 


Problem of Supervision 


ANKING supervisory authorities 

are confronted with the problem 
of a definite need for cooperative 
credit facilities among small mer- 
chants, an enormous development of 
illegal loan associations, but a dubious 
record of credit unions of the axia 
type. Several experiments are being 
carried on in New York and Massa- 
chusetts to test the advisability of 
permitting axias to incorporate as 
credit unions with certain member- 
ship restrictions. Several have been 
chartered with restrictions on the 
maximum number of members. Others 
are restricted to a limited geographic 
section of the city. Any such re- 
striction apparently decreases the 
mortality rate. 


Industrial Banks 


HEN Arthur Morris organized 

his first bank, his publicity cen- 
tered around loans to employees. The 
majority of loans of Morris Plan 
banks and similar groups are still 
made to employees. But in increas- 
ing degree, their policy is to attract 
small merchant loans. 

There are probably two reasons for 
this. First, the cost of bank admin- 
istration has increased rapidly since 
the industrial banking idea was first 
promulgated. To maintain profits at 
the same interest rate has required 
increasing the size of loans. Only in 
this way could the clerical cost per 
dollar loaned be reduced. The elimi- 
nation of small employee loans with 
an expanding business volume has re- 
quired a search for other outlets. 
With the gradual withdrawal of banks 
from small merchant loans, the in- 
dustrial bank has stepped into the 
breach. Because of their higher in- 
terest charges, they have found a 
profitable field in this business which 
the bank had to refuse. 

Nationally, the industrial banks are 
close competitors of the axias in vol- 


133 


ume of small-merchant financing. In 
most states these companies operate 
under specific enabling legislation 
which requires a special charter or 
license and subjects them to state 
supervision. They are, therefore, a 
formal and recognized part of our 
banking structure. 


Individual Lenders 


ROM the credit union, from the 

industrial bank, and even from 
many axias, the small merchant gets 
a fairly good deal. This credit is 
comparatively expensive and he must 
use it sparingly and judiciously. But 
it meets his needs. In some com- 
munities the small merchant without 
bank credit is more seriously handi- 
capped. Pennsylvania has neither 
credit union legislation nor an indus- 
trial. banking act. Although many 
axias are operating in Philadelphia, 
their scope is limited and many small 
merchants have no credit beyond loans 
from individuals. A survey of bank- 
rupt grocerymen in that city showed 
that many were borrowing from 
lawyers and from business corpora- 
tions organized for lending money, 
but not under banking department 
regulation. Five bankrupts listed the 
same attorney as a loan creditor and 
investigations revealed that he car- 
ried on a sizable loan business with 
small merchants. His rates approxi- 
mated 25 per cent per annum. This 
charge seemed to be standard among 
other non-legal lenders financing small 
merchants. 

Occasionally, however, interest 
rates from private lenders are enor- 
mous. Prosecutions of usurious 
money lenders in New York revealed 
that small merchants were frequently 
paying more than 100 per cent per 
annum for their money. Loans from 
private lenders at rates approaching 
25 per cent apparently have been used 
advantageously in emergencies by 
some merchants. Rates exceeding 
100 per cent are, of course, uncon- 
scionable and destructive. 

These are the most common 
sources of small-merchant credit, but 

(Continued on page 171) 
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Profits in American Industry 


By D. RICHARD YOUNG 


Depression Affects Major Industries Differently. 


Income Ac- 


counts Furnish Best Index to Conditions. In Most Prosperous 
Year, 1929, 40 Per Cent of All Corporations Reported Deficits. 


Production, Prices and Profits Are 


HE severe decline in business 

profits that has occurred has 

disproved some of the theories 

widely accepted up to two years 
ago as to the normal rate of growth 
in earnings and the ability of corpora- 
tions to maintain their dividends dur- 
ing a period of depression. Some six 
hundred industrial corporations that 
have published reports for the half 
year show combined net profits 52 per 
cent below the corresponding period 
of 1930 and nearly 67 per cent below 
1929. . 


Compared with 1921 


VEN allowing for some improve- 

ment in business during the fall 
months, the current year will be the 
leanest in point of earnings since 
1921. In that year, 52 per cent of all 
American corporations operated at a 
loss and had aggregate deficits that 
offset the income, after taxes, of the 
other 48 per cent by $240,000,000. In 
1929, the most prosperous year, over 
40 per cent of all active corporations 
reported no net income. 

Earnings in 1930 showed an 
average decline of about 41 per 
cent as measured by reports of ap- 
proximately 2,000 representative com- 
panies. The best showing was made 
by the amusement, bakery, confec- 
tionery and beverage, drug, fertilizer, 
laundry and cleaning, tobacco, electric 
light, gas and telephone industries, in 
which the decline in the group totals 
was less than 10 per cent. 

A decline of 10 to 25 per cent was 
shown by the coal mining, meat pack- 
ing, miscellaneous food products, pipe 
line, printing and publishing, railway 
equipment, real estate, restaurant 
chains, warehouse and storage com- 
panies. 

Declines of 25 to 50 per cent were 
shown by agricultural implement, 
building materials, chemical, electri- 
cal equipment, household goods, chain 
and department stores, office equip- 
ment, paper products, petroleum, 
shoes, railroads and banking corpora- 
tions. 

From 50 to 100 per cent declines 
were suffered by the apparel and 


other textile products, automobile 
and accessory, aviation, heating and 
plumbing, iron and steel, machinery, 
non-ferrous metals, mail order, paint 
and shipping companies. Net deficits 
were shown in the cotton mill, silk, 
wool, lumber, furniture, leather tan- 
ning, wholesale trade, tires and Cuban 
sugar groups, also by fire and casualty 
insurance companies. 

From the accompanying chart may 
be seen the trend of profits for all 
American corporations, classified by 
general divisions, during the past ten 
years. These are based on the annual 
Treasury Department reports on sta- 
tistics of income, and show the net in- 
come after deducting taxes and defi- 
cits. Although 1928 is the latest 
year for which final figures are avail- 
able, a preliminary summary has been 
issued for 1929 and the 1930 figures 
have keen estimated from an analysis 
of the published reports of individual 
corporations. 


Profits, Taxes, Deficits 


HE Treasury Department statis- 

tics have never received the atten- 
tion they deserve in view of the de- 
tailed and valuable information they 
contain. Two features deserve spe- 
cial mention, namely, the substantial 
amounts of business profits that are 
taken in the form of income taxes, 
and the substantial deficits each year 
that must be deducted in determining 
the net profit remaining in the indus- 
try as a whole and available for pay- 
ing dividends and attracting new 
capital. 

Following is a summary, in millions 
of dollars, of the total income of all 
American corporations, taxes paid, 
deficits and balance remaining: 


(In Millions of Dollars) 


Income Taxes Deficits Balance 

$8,766 $172 $7,937 

10,730 2,142 7,958 
8,362 3,159 4,513 
9,411 2,175 6,241 
7,903 1,625 4,248 


4,336 702 
6,964 784 
8,322 937 
7,587 882 
9,584 1,170 
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Year 


1916 
1917 
1918 
1919 
1920 


1921 
1922 
1923 
1924 
1925 


Closely Inter-Related. 


Taxes Deficits Balance 


1,230 2,169 6,275 
1,131 2,472 5,379 
1928 10,618 1,184 2,391 7,042 
1929-P 10,261 1,047 2,703 6,511 


D—Deficit. P—Preliminary. 


Effect of High Taxes 


T will be observed that an increase 

in taxes has the same effect as a 
fall in net income, so far as industry 
is concerned. In the four years of 
extreme high taxes, 1917-1920, cor- 
porate income averaged slightly 
higher than in 1916, yet the balance 
after taxes and deficits averaged 
$2,000,000,000 lower. Every dollar 
taken in the form of taxes means that 
much less available for improvement 
and expansion of plants or for attract- 
ing new capital. 

It is perhaps not fully appreciated 
how the political schemes proposed 
for the appropriation of funds for 
public works or to aid different indus- 
tries call directly for the diversion of 
liquid capital from other industries. 

A second feature of the Treasury 
reports is the numter of concerns that 
operate each year at deficits, the sum- 
total of which is truly staggering. It 
is no idle jest to say that American 
corporations lose more money each 
year than the industries in most for- 
eign countries earn. Since 1916, the 
largest percentage of companies re- 
porting net income was 66 per cent 
of the total, in 1917; the smallest was 
48 per cent, in 1921, and the 14-year 
average was 58 per cent. 

Every year since 1920 there has 
been an average annual deficit of 
more than $2,000,000,000 which re- 
sulted from the post-war deflation, 
over-expansion, obsolete methods, in- 
tensified competition, mismanagement 
and other causes, and furnishes some 
grounds for the term “profitless pros- 
perity” which was sometimes applied 
to the period. 

There is always a certain amount 
of criticism of large corporations 
merely because of their size on the 
part of people who do not consider 
the corresponding large contributions 
such organizations make to the na- 
tional income, wage payments and 


Income 


9,673 
8,982 


Year 


1926 
1927 


3,878  D-344 
2,194 3,986 
2,014 5,371 
2,224 4,481 
1,963 6,451 
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material purchases, as well as the 
service rendered to the public welfare 
by lowering the cost of production 
and distribution on the articles of 
everyday consumption. In the year 
1928, the distribution of net income 
according to the size of companies 
was as follows: 


(In Millions of Dollars) 


Number of 
Companies Size Amount 
229 $5,000,000 and over $3,810 


1,029 $1,000,000 to $5,000,000 2,120 
1,286 $500,000 to $1,000,000 898 


2,267 $250,000 to $500,000 794 
6,194 $100,000 to $250,000 960 
257,778 Under $100,000 2,036 


268,783 Total $10,618 


The 229 companies reporting $5,- 
000,000 or more represented only 
0.085 per cent in numbers but con- 
tributed 35.9 per cent of the total in- 
come of all corporations reporting net 
income. 

Taking the two upper groups that 
reported $1,000,000 or more, number- 
ing 1258 or only 0.555 per cent of the 
total, their income aggregated $5,- 
930,000,000 or 55.8 per cent of the 
total. 

In the lower group, that reported 
$100,000 or less, there were 257,778 
companies or 95.91 per cent of the 
total, but their combined income was 
$2,036,000,000 or only 19.2 per cent 
of the total. 

This is of course no argument in 
favor of unrestricted consolidation 
and formation of super-corporations, 
for experience has shown that there 
is a certain point in size beyond which 
efficiency tends to decrease instead of 
increase. Not only is it against the 
public interest to allow the largest 
organizations in an industry to con- 
solidate, but instances are not lacking 
where such a move, when permitted, 
has had a disastrous effect upon the 
industry and upon the companies 
themselves. 

There are now twenty-eight Ameri- 
can corporations having in excess of 
$1,000,000,000 in resources each; ten 
years ago there were less than half 
this number. 


Where Mergers Might Help 


N examination of conditions with- 

in the industries (including bank- 
ing) would seem: to indicate that in- 
stead of further mergers among the 
industrial giants, a better balanced 
and more healthy position would be 
brought about through the amalgama- 
tion of groups of small units into siz- 
able organizations. In this way the 
weak operators, which cause havoc 
through price-cutting, bankruptcies, 
and in other ways, would be elimi- 
nated, and the consolidation would 


STONE, ETC, 


Net Income After Taxes of All 

American Corporations by Major 

Industrial Groups (in Millions of 
Dollars) 


obtain the advantages of large-scale 
production, purchasing, advertising, 
capitalization and management. 

In any analysis of business profits 
it is necessary to bear constantly in 
mind the basic formula for profits. 
Volume of production times profit per 
unit, less expenses, equals net profits. 

In the event of changes in the price 
level, there will temporarily be either 
a narrowing or widening of the profit 
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margin, also changes in valuation of 
inventories which, if the price move- 
ment be violent, may either wipe out 
or multiply the operating profit, de- 
pending on whether the move is up 
or down. 

Studies that are being made but 
are as yet incomplete, on the relation 
between business activity and profits, 
would seem to indicate that when ac- 
tivity ranges between 80 and 110 per 
cent of theoretical normal the correla- 
tion with profits is practically a 
straight line. 

When activity rises above 110 per 
cent, profits tend to soar at a much 
faster rate, while a decline of activity 
below 80 per cent brings a much 
faster drop in profits. This is true 
because of the relatively fixed over- 
head and other expenses and their ef- 
fect in being distributed over greater 
or smaller number of units. 

A fall in the price level is a handi- 
cap to profits for still another reason, 
in that the same physical volume of 
business and the same _ percentage 
profit margin, even if it could be 
maintained, would result in a smaller 
dollar value of profits. 

For example, in the second quarter 
of 1931, the Bureau of Labor index of 
wholesale prices of finished goods 
averaged 75.4, on a 1926 base, com- 
pared with 90.6 in the second quarter 
of 1930. Therefore, even if volume 
and profits margin had been the same 
both years, the 1931 profits would be 
nearly 17 per cent lower. Expressed 
another way, to obtain the same 
profit, it would have been necessary 
to sell 20 per cent more in physical 
volume of goods—not an easy task in 
a period of depression! 


Scrutiny of Accounts 


WORD of caution as to the 

scrutiny of income statements 
might be given, inasmuch as there are 
some bankers who do not insist on 
getting statements that are audited 
by accountants known to be reputable, 
or fail to secure the operating details 
and other information needed to sup- 
plement the balance sheet. 

A statement that is not audited 
nowdays is hardly worth analyzing, 
inasmuch as every concern of any size 
employs outside auditors to make a 
periodical check of its books, provide 
certified statements for its banks, 
commercial paper brokers, mercantile 
agencies and _ stockholders, uncover 
any irregularities or shortages, pre- 
pare tax returns, keep the accounting 
system up-to-date and submit cost fig- 
ures that are a valuable aid to the 
management. 

A bright bookkeeper could in one 
evening fill in one of the bank’s 

(Continued on page 184) 
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Canada Prepares for Revival 


By C. M. SHORT 
The Canadian Bank of Commerce 


Dominion Has Come Through Depression with Economic Struc- 


ture Intact. 


Industrial Output for 1930 and First Part of 1931 


Continues at About Same Level as 1927. Special Factors Have 


Retarded Wheat Exports. 


ANADA has displayed strong 

resistance to the forces of 

world economic disorder. 

Mere assertion, of course, is 
not proof, but the truth of this re- 
sistance is supported by facts con- 
cerning Canadian business in relation 
to world business. 

A few words as to the financial 
stake of ‘Americans in Canada. At 
the close of 1930 it was estimated at 
nearly $4,000,000,000, representing 
about 25 per cent of all American 
foreign investments and the United 
States’ largest investment in any for- 
eign country. The source of this in- 
formation is the recent report of the 
United States Department of Com- 
merce, “The Balance of International 
Payments of the United States in 
1930.” The estimates of American in- 
vestments abroad shown therein are 
exclusive of certain items, such as 
short-term capital, and the total is, 
therefore, less than estimated in other 
quarters. In respect of that part of 
the discussion bearing upon world 
business, we can gain no adequate 
knowledge of Canadian economy with- 
out a consideration of world affairs; 
there are few countries so dependent 
on foreign markets as Canada, which 
looks to other nations to absorb 75 
per cent of her wheat and forest prod- 
ucts, including paper, 60 per cent of 
her metals and 70 per cent of her fish. 


Comparisons with 1929 


HE depression in Canada can be 

traced back to the summer of 
1929, but it was mild until August, 
1930, when, with a marked turn for 
the worse in world business, it be- 
came one of major character. In 
other words, the Canadian business 
record for the first part of the year 
was better than that for the latter, 
which is one of several qualifying fea- 
tures which must be taken into ac- 
count. It would of course be impos- 
sible to omit from this analysis the 
year 1929, but it is included subject 
to the fact that it is now recognized 
as a “boom” year and for that reason 
unsatisfactory for comparison. The 


Sound | 


HE banks and invest- 
ing public of the 
United States are inter- 
ested in the growth of 
Canada because the Domin- 
ion is a friendly neighbor 
and because $4,000,000,000 
worth of Canadian securi- 
ties are held in the United 
States. This article shows 
that Canada met the diffi- 
cult problems of 1930 and 
1931 in a@ manner which 
justifies faith in her fu- 
ture. As the writer states: 
“This economic storm has 

left no great mass of 
wreckage in Canada.” 


results of 1930, and of 1931 to date, 
may seem disappointing, but they ap- 
pear exaggerated when compared with 
those of 1929. 

Bearing in mind that Canadian 
business, including foreign trade, is 
but a part of world business, we may 
note a decline from 1929 to 1930 in 
the physical volume of Canadian ex- 
ports and imports combined of 16 per 
cent (although imports exceeded those 
of 1929), while international trade 
contracted by about 12 per cent. In 
view of the acute competition in world 
markets there is some comfort in the 
fact that the reduction in Canada’s 
exports was about in line with a de- 
cline in the export trade of the group 
of countries which produce raw ma- 
terials largely in excess of their own 
requirements and that it was not so 
great as in the case of certain mem- 
bers of this group. The volume of 
international trade has continued to 
fall in the first part of 1931, and gen- 
erally the same trend is to be found 
in the foreign trade of Canada; in 
some months there has been a sea- 
sonal expansion but not of such extent 
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New Metallurgical Industry Thrives. 


as in former years. The last favor- 
able ‘visible’ balance was in 1929, 
but the unfavorable balance is now 
running at a smaller rate than in 1930, 
when it was $103,000,000. As a side- 
light on Canadian external trade, it is 
worthy of observation that, while 
Canada is usually regarded as en- 
gaged chiefly in the export of raw ma- 
terials, nearly 50 per cent of her man- 
ufactures are sold in outside markets, 
and that among the most important 
“invisible” items in her foreign bal- 
ance sheet is the total expenditure of 
tourists, amounting to $275,000,000 in 
1930, about 10 per cent less than in 
1929, but almost sufficient to meet the 
annual interest payments due on the 
external debt. 


Crops Determine Exports 


ANADIAN exports vary accord- 

ing to the grain crops in the 
prairie provinces and foreign market 
conditions for these products. In 
1927 and 1928 market conditions were 
favorable; in the former year good 
crops were harvested, and in 1928 the 
yield was abnormally heavy. A 
marked change took place in 1929, com- 
petition being much keener and the 
Canadian crops of less than average 
volume. In 1930 there was an aver- 
age harvest, but international compe- 
tition was greatly intensified. But 
despite all the handicaps of 1929 and 
1930 Canada continued to be the 
world’s largest wheat exporter, with 
43 per cent of world trade in the 
“wheat year” ending July 31, 1929, 30 
per cent in the following twelve-month 
period, and 34 per cent for the elapsed 
part of the current “wheat year,” 
August 1, 1930, to June 30, 1981. 
The weight of the world’s great wheat 
supplies since 1927, successive in- 
creases in grain tariffs and other 
highly restrictive measures by several 
European countries, the reappearance 
of Russia as a grain exporter, a mis- 
taken view of market conditions in 
1929—all these, however, have re- 
tarded the sale of Canadian wheat so 
that record carryovers have been held 
at the end of each “wheat year” since 
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Chippewa Hydroelectric Plant, Queenstown, Ontario 


1929, and another is in prospect for 
1931, although the effect of the latter 
is offset by the poor outlook for this 
year’s crop. 

The output of Canadian industries 
as a whole in 1930 and for the first 
half of 1931 was on the same level 
as that of 1927, while from reliable 
reports it seems that world manufac- 
ture has fallen to the level of 1925. 
The comparatively good record in 
Canada was not, however, uniform 
throughout, for there has been a sharp 
drop in two important branches, auto- 
mobiles and farm implements, while 
fairly even operations have been reg- 
istered in certain textiles and in some 
new industries, such as radio. A de- 
cline in the production of newsprint, 
though comparatively small, is disap- 
pointing, but it is less than in most 
other major industries; the rate of 
decrease, however, was greater than 
in world paper manufacture. 


Large Building Projects 


N outstanding feature of Cana- 
dian business during the present 
period of depression is that construc- 
tion has not declined as precipitately 
as was expected a year ago. The first 
marked decline was not until the late 
summer of 1930; since then the vol- 
ume of construction work, allowing 
for a reduction in costs, has been on 
about the same level as that of 1927, 
which was regarded as a good build- 
ing year. In explanation, however, it 
is necessary to state that the con- 
struction records of the period under 
review have included a number of 
projects, chiefly of hydro-electric de- 


velopment, road-building and other 
public works, which were under way 
either before depression set in or 
prior to its acute stage, as well as 
some undertaken in relief of unem- 
ployment. In regard to _ hydro- 
electric development, a noteworthy 
element in Canadian economic life 
during the past decade, there was 
added in 1930 about 400,000 horse- 
power and new power plants now 
under construction will increase the 
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total available “white coal’ to 6,500,- 
000 horsepower in 1931, with a fur- 
ther 2,500,000 horsepower in active 
prospect. 

The history of mining is one of 
mixed results, although the balance 
is on the favorable side. Coal min- 
ing has slackened until at this date 
production is at least 25 per cent be- 
low normal. The companies mining 
asbestos and gypsum, two important 
non-metallic minerals, felt the con- 
traction in building and industrial 
operations throughout this continent 
and the output has declined sharply. 
There was a large increase in petro- 
leum last year which was mainly the 
result of successful development of a 
comparatively small, but unique, field 
in the province of Alberta; the prod- 
uct is naphtha which before extrac- 
tion has undergone a form of natural 
refinement. The most favorable 
achievements in mining are in non- 
ferrous base metals and in gold. 
World production of the former ele- 
ments has fallen by about 12 per cent, 
yet, notwithstanding the closing of 
practically all small properties, Cana- 
dian production increased by 11 per 
cent in 1930 and in the first part of 
1931 has been nearly equal to that in 
the corresponding period of last year, 
a rise in the output of copper, lead 
and zinc more than offsetting a decline 
in nickel. The gold-mining industry 
has continued, both in 1930 and in the 
current year, to establish new pro- 
duction records, and it is confidently 
expected by highly qualified authori- 

(Continued on page 183) 
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A Bouquet in the Bank 


[HE ancient torch bearers are 

24 constantly held up to us as 

aon) an example of how we 

. “} should carry on, but for a 

more inspiring example turn to the 
flowers. 

The snow is not gone in the wood- 
lands before the first forest flowers—a 
venturing vanguard—unfold and dot 
the ground with yellow and blue and 
red. 

Before the first 
comers run their 
course, others 
have caught up 
the banner of 
beauty and carried 
it forward to be 
passed on again 
and again to other 
varieties, species 
and kinds. On 
through the weeks 
from early spring 
without a_ break, 

a gap, or a lap, 

goes the proces- 

sion quietly, serenely,—on through 
late spring, early summer, mid-sum- 
mer, autumn—coming at last to a 
crescendo of color in the fall flowers, 
hardy and long-lived as though pre- 
pared to make a long run. 

There is no place where the flowers 
will not carry on — from swamp to 
mountain peak—from the desert to the 
Arctics where the snow flower blooms 
amid the ice! 

Why, then, this constant going back 
to the so-called torch bearers for a 
lesson in how to carry on, when we 
have it here and now everywhere, 
splendidly applicable to everyone’s life 
and everyone’s business and remember- 
ing the extent of the florists’ business 
in the United States, (careful estimates 
in the trade rate it at $100,000,000) 


commercial enough to suit the most 
practical of minds! 

Let the torch bearers and their ilk 
run on through the musty tomes of 
ancient history. We have more and 
better inspiration at our very doors 
day by day with no question as to its 

authenticity, real- 
ity or effective- 
ness — a good 
thing to think 
about these 
hectic times, a 
fair subject for 
contemplation as 
a relief from the 
cares of business 
that lingers or 
business that has 
flown! 

Nature carries on, and as 
long as that is true, some of our 
troubles are only skin deep. 

When Nature ceases to carry on, 
then, indeed, is there reason for con- 
cern. 


“OKTEITHER shall they say lo here, 

and lo there, for behold, the 
Kingdom of God is within you,” says 
the Good Book. And when men shall 
say, “Lo here, look at the ancients!” 
follow not after them for they lead but 
to the antique shops! 

Nature with its banners of blue and 
gold, scarlet, amber, orange and every 
conceivable color and: shade and mix- 
ture shows the way! 

A bunch of flowers on the bank 
clerk’s desk is a good sign! It suggests 
a worker with a well-balanced mind! 
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America’s Gold Business 


By HERBERT M. BRATTER 


Rules Governing Purchase of Bullion and the Work of Mints 
and Assay Offices Furnish Demonstration of the Gold Standard 


in Operation Without Restrictions or Conditions. 
Required to Buy All Gold Offered at $20.67 Per Ounce. 


T is well known that gold has its 
price, whether in India and 
China, or in England. In the lat- 
ter country, despite the fact that 
the pound sterling is stabilized in re- 
lation to gold, the price of gold ex- 
pressed in sterling at times rises 
above “parity.” In the United States, 
however, gold has only one “price.” 
This is $20.67 per ounce, at which 
rate the law requires the Treasury to 
purchase all the goid offered it. One 
may sell his gold to the Government 
through the mints or assay offices, or 
through the Federal reserve banks, 
in unlimited quantities. One may also 
purchase gold here in unlimited quan- 
tities, since our dollar is in practice 
freely exchangeable into gold coin or 
bars, at the holder’s option, and there 
is no restriction on the metal’s ex- 
portation. Thus, we possess the gold 
standard with no strings tied to it— 
an unlimited market for gold, “free 
coinage,” free exportation. Moreover, 
in this country, gold is unlimited legal 
tender. 


Gold for Gold 


HEN we speak of the price of 
gold we mean its price, stated 
in money. But there is something in- 
exact in this terminology here, where 
the dollar is legally defined as gold. 
Stating the price of gold in the United 
States is quoting the price of the 
metal in terms of itself; for one dol- 
lar—states the law—is 25.8 grains of 
gold, 0.900 fine. Therefore, although 
in selling gold to Uncle Sam we receive 
“dollars” in exchange, actually we are 
receiving gold dollars or their surro- 
gates. That is, we receive gold for 
gold. In payment for gold in any form 
sold to the Government we receive 
coined gold, or something freely con- 
vertible into coined gold. 
Theoretically, the seller is simply a 
depositor, and so he is spoken of in 
mint parlance. He merely deposits his 
gold for melting, assaying, refining 
and/or coining. In practice, he is 
quite content to accept an equal 
amount of other gold, and usually 
does not get back, as bars or coins, 
the very gold he delivers. The mints 
have certain leeway. in meeting depos- 


Dust 


| 
HROUGH ten institu- | 
| tions scattered over | 

the country the Federal | 
| Treasury assays, refines | 
| and coins gold practically | 
at cost. Very little metal is | 
lost in the process. Even | 
the water used by assay 
office workmen and_ the 
fumes from the crucibles 
are carefully “searched” 
for stray particles of gold 
dust. Sweepings from the 
floors are sold to outside 
bidders who recover enough 
gold to make the business | 
profitable. 


itors’ desires. The latter, in turn, 
must observe certain requirements as 
to fineness, weight and metallic con- 
tent of the bullion deposited. The 
costs of melting, refining and the like 
are charged to the depositor, except 
in the case of coinage, which is gratu- 
itous (without charge) as well as free 
(unlimited as to amount). The costs 
borne by the depositor are those nec- 
essary to put his gold into the right 
fineness for use by the mint in coin- 
ing; where he asks for finer gold than 
that, an extra charge is made. The 
charges vary according to the work 
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Treasury 


involved. Worn domestic gold coin, 
for example, which is bought by 
weight, or foreign coin, both possess 
known fineness and require less treat- 
ment than gold bullion, which usually 
contains some other metals; also less 
treatment than commercial bars, 
which vary in fineness and composi- 
tion. For such gold, handling charges 
are higher. 


Mints and Assay Offices 


HE United States maintains ten 
institutions for purchase or 
assaying of gold (and other metals). 
There are three coinage mints— 
Philadelphia, Denver, and San Fran- 
cisco; the important New York assay 
office; mints at New Orleans and Car- 
son City, which do not now coin, but 
act as assay offices; and assay offices 
at Boise, Helena, Seattle, and Salt 
Lake City. The last six of these insti- 
tutions are really bullion-purchasing 
agencies for the others, and at the 
same time serve the public by assay- 
ing ore and bullion. At the New 
York, Denver, and San Francisco in- 
stitutions, electrolytic refineries are 
maintained, the one in the New York 
assay office being temporarily closed 
until the new building now under con- 
struction is opened. The New York 
assay office is the largest in the coun- 
try, and can handle $15,000,000 of 
gold in a day. _ 
When the Government buys gold it 
does not pay cash in full. For un- 
parted bullion it usually pays 90 per 
cent of the estimated value upon de- 
posit, and the remainder, minus the 
above-mentioned charges, after it has 
determined the exact value of the 
deposit. In the case of coins (except- 
ing Russian bar gold or coins, which 
will be bought only if accompanied by 
satisfactory evidence of title) the 
Government may pay as much as 98 
per cent at once, and the rest upon 
completion of the assay which, where 
coins are involved, is a slow process 
and may take weeks. Small shipments 
are usually expedited, payment fre- 
quently being made in full the day of 
delivery. 
Upon depositing gold, one may ob- 
tain payment in gold bars, gold coin, 
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gold certificates, or other lawful 
money, as he may desire. He may 
have payment made partly in one 
form and partly in others. But, if he 
insists on gold coin, he must take the 
denominations offered by the mint or 
assay office concerned. In fact, the 
Treasury may legally give him gold 
certificates, although he asks for gold 
coin. Naturally, with relatively little 
gold coin in demand for circulation 
purposes, most of the mints’ and assay 
offices’ business is in gold bars. Banks 
and others requiring gold for inter- 
national shipments naturally find the 
bars easier and cheaper to handle. 


Legal Stipulation 


HE code of laws of the United 
States provides, regarding gold 
and silver bars, as follows: 


“At the option of the owner gold or 
silver may be cast into bars of fine metal, 
or of standard fineness, or unparted, as 
he may prefer, with a stamp upon the 
same designating the weight and fine- 
ness, and with such devices impressed 
thereon as may be deemed expedient to 
prevent fraudulent imitation, and no 
such bars shall be issued of less weight 
than five ounces.” 


This establishes a mininum weight 
for the bars. The mint and assay 
office charges are set forth in a table 
of charges. This is too long for full 
quotation here, but the information 
in circular form can be obtained from 
any mint or assay office, or from the 
Treasury. The contents of the circu- 
lar are briefly as follows: 

1. Melting charge. This is not as- 
sessed on uncurrent U. S. gold 
coin, on stamped U. S. mint bars, on 
silver bullion free from gold and 0.998 
fine or better, when a satisfactory 
assay can be obtained without melt- 
ing. 

2. Toughening charge. 

3. Withdrawal and rejection of de- 
posits. Deposits may be withdrawn by 
the depositor any time before pay- 
ment is tendered, and even after that, 
at the option of the officer in charge, 
subject to payment of charges for 
work already done. “Rejected de- 
posits” (all those containing 0.800 or 
more of base metal) are also subject 
to charges for work done up to time 
of rejection. 

4. Parting and refining charge. 
Rates are per gross ounce or fraction, 
and range from one cent to eight and 
one-half cents, where the base content 
is from 0.050 to 0.79934. Where the 
base content is less, i. e., gold content 
is 0.950 to 0.99134 the charge is two 
cents, and for 0.992 or better there 
is no charge for parting and refining. 
Among the other details of this sec- 
tion is one reading “gold coin contain- 
ing eight-thousandths or over of silver 
acquires the status of bullion and is 
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subject to appropriate charge for re- 
fining.” 

5. Alloy charges. 

6. Bar charges. These charges are 
made on gold bars issued in exchange 
for gold bullion, and on gold bars sold. 
When payment in gold bars is re- 
quested without specification as to 
size no bar charge is imposed, except 
that where no parting and refining 
charge has been made, a bar charge 
of $0.07 per $100 value of bars issued 
will be made; and with the further 
exception that, when fineness of .9999 
is requested, a charge of $0.09 per 
$100 value of bars issued is made. 

When special size bars are requested 
the bar charges for gold bars vary, 
according to value, from six to eight 
cents. No charge is imposed on any 
gold bars of a fineness below 0.999 
when particular sizes are not re- 
quested. 

7. Assays of gold or silver bullion 
or jewelry free from platinum metals. 
(For gold, $3.00). 

8. Assays of plated and filled goods 
and white gold free from platinum 
group metals. (For gold, $4.00). 

9. Assays of ores. (For 
$1.00). 

10. Assaying and stamping charges. 

11. Assays of platinum’ group 
metals. 


gold, 


Remelting and Refining 


AR gold, scrap gold, foreign gold 

coins, and the like, as also, under 
certain conditions, abraded American 
gold coins, are, when sold to the Gov- 
ernment, melted and refined. Even 
bars bearing the stamp of a United 
States mint or assay office are so 
treated, unless such bars have ob- 
viously not been mutilated and their 
weight agrees with the stamp they 
bear. Since bars issued here constant- 
ly are sent abroad for arbitrage pur- 
poses and are frequently returned, 
later on, unchanged and even un- 
packed, this provision is of value to 
bankers. When such United States 
mint bars have to be remelted, the de- 
positor pays a melting charge, but no 
alloy charge. 

In addition to its weight in troy 
ounces, each gold bar manufactured 
by our mints or assay offices bears 
stamped on it the following: the fine- 
ness in ten-thousandths, the value in 
dollars and cents, the “melt” number, 
the bar’s individual serial number, 
the year of manufacture, and the seal 
of the manufacturing institution. 

In the table of charges mentioned 
above, the sixth item, bar charges, 
may require some explanation. The 
mints and assay offices, especially the 
New York and Philadelphia institu- 
tions, are called upon to supply the 
trade with gold for industrial uses. 
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Such gold must frequently be of a 
special fineness. Moreover, the bar of 
international banking use is too large 
for handling in ordinary jewelry 
manufacture. Therefore, the Govern- 
ment manufactures special, small- 
size bars of various values and various 
finenesses, making a _ small extra 
charge therefor. Whereas the favor- 
ite size of bar for export purposes is 
worth $8,000 the small bars called 
“mint exchange bars,” or “stamped 
mint bars,” vary in size from approx- 
imately five to 300 ounces ($103 to 
$6,201). The sizes most in demand 
are $200 to $500. These bars, it 
should be noted, may not be obtained 
of a fineness less than 0.900 nor in 
amounts of less than $5,000 at a time. 
An exception is made when gold is 
submitted for assay; then the mini- 
mum is $100, and the depositor may 
elect payment in the form of a gold 
bar, gold coin, or any kind of legal- 
tender money. But such manner of 
payment to the depositor applies only 
to the gold content of the deposit. 
Payment for the silver content may 
not be demanded in gold. A further 
restriction on such deposits for assay 
is that the ore submitted contain not 
more than 0.800 of base metal. A 
non-depositor purchasing gold in bars 
must pay for it in gold coin or gold 
certificates. 

When the depositor hands _ his 
gold bullion or coin across. the 
counter, it must be weighed at once, 
preferably in the depositor’s presence. 
A receipt is then issued describing 
the bullion, and its weight. Should 
the officials of the receiving institu- 
tion deem it desirable to melt and re- 
fine the bullion, the weight after such 
operations is considered its true 
weight. 


Method of Payment 


HE receipt states the date on 

which payment will be due, and 
the manner of payment—by check, in 
bars, or by cash—as elected by the 
depositor, but the receipt does not 
state the amount of the payment. As 
soon as the bullion has passed through 
the assay and melting departments, a 
further memorandum is prepared for 
the depositor, showing the weight in 
ounces and hundredths of ounces be- 
fore and after melting, the fineness and 
value of both the gold and silver con- 
tent, the amount of the charges and 
the net value. As stated, payment in 
gold bars may be demanded only in 
the amount of the gold content of the 
deposit, nothing more. The Govern- 
ment reserves the right to make pay- 
ment for that portion in the nearest 
convenient amount of gold bars or 
gold coins. 

(Continued on page 179) 
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The Duty of Corporate Trustees 


By THOMAS B. PATON 


General Counsel, American Bankers Association 


Faithfulness, Diligence and Prudence Required. Trustee Not 
Responsible for Error of Judgment in Retention of Testator’s 


Securities in Falling Market. 


Purchases and 


RUST officials in New York 

and elsewhere will welcome a 

recent decision of the New 

York Court of Appeals (Es- 
tate of Frederick H. Clark, deceased, 
July 15, 1931), which reverses an or- 
der of the Appellate Division uphold- 
ing a decree of the Surrogate of West- 
chester County wherein a trust com- 
pany, acting as trustee of an estate 
under a will, was surcharged for 
losses sustained through the decline 
in value of certain sugar stocks which 
had been held for seven years, al- 
though the will expressly authorized 
that the securities be continued as in- 
vestments. 


Previous Discussion 


N an article in the August, 1930, 

JOURNAL, under the caption, “An 
Object Lesson in Trust Management,” 
we discussed the decision at length and 
indicated the serious nature of the 
announced rule of duty of corporate 
trustees in the matter of retaining or 
disposing of securities, especially 
those of a speculative nature, left by 
a testator with discretionary power. 
In a second article published in the 
JOURNAL for July of this year under 
the title, ‘Judicial Guidance in Trust 
Work,” we further discussed, in the 
light of this and other decisions, the 
desirability of an established proce- 
dure under which a trustee would 
have the right to ask and the court 
the power to give advice or guidance 
as to the wisdom of retaining or sell- 
ing securities held in a trust capac- 
ity when circumstances arose requir- 
ing the exercise of business judgment. 
The purpose of this would be to ob- 
tain judicial approval, in advance, of 
a contemplated course of procedure, 
either to retain or sell. 

The decision now handed down by 
the New York Court of Appeals 
will have the effect of clearing the 
atmosphere with respect to the re- 
sponsibility of corporate trustees in 
cases of this kind. The court dis- 
tinguishes between purchases of spec- 
ulative stocks by a trustee and reten- 
tion of such stocks awaiting the ar- 


Retention of Stocks Received 


rival of a favorable opportunity to 
sell; where a loss results, the trustee 
in the one case would be guilty of neg- 
ligence, while in the other it would 
be guilty, at most, of an error of judg- 
ment for which it would not be re- 
sponsible. 

In view of the importance of this 
decision in which all the Justices con- 
curred, we give the full text of the 
opinion of the court, omitting a pre- 
liminary statement of facts. The 
Court of Appeals said: 


“It has been stated that ‘there apper- 
tains to the relation of trustee and 
cestui que trust, a duty to be faithful, 
to be diligent, to be prudent in an ad- 
ministration entrusted to the former, in 
confidence in his fidelity, diligence and 
prudence’; that ‘the just and true rule 
is that the trustee is bound to employ 
such diligence and such prudence in the 
care and management, as in general, 
prudent men of discretion and intelli- 
gence in such matters, employ in their 
own like affairs’. (King v. Talbot, 40 
N. Y. 76, 84, 85.) The statement has 
been frequently approved. (In the mat- 
ter of Weston, 91 N. Y. 502, 511; Cos- 
tello v. Costello, 209 N. Y. 252, 261.) 


Not Bound to Forecast Future 


seqN determining whether the acts of a 
trustee have been prudent, within 
the meaningeof the rule, we must ‘look 
at the facts as they exist at the time of 
their occurrence, not aided or enlight- 
ened by those which subsequently take 


place’ (per Peckham, J., in Purdy v. 
Lynch, 145 N. Y. 462, 475); for it is an 
obvious truth that ‘a wisdom developed 
after an event and having it and its 
consequences as a source is a standard 
no man should be judged by’ (per Collin, 
J., in Costello v. Costello, supra, p. 262) ; 
and it is impossible to say that trustees 
are wanting in sound discretion ‘simply 
because their judgment turned out 
wrong’ (per Holmes, J., in Green v. 
Crapo, 181 Mass. 55). 

“We must distinguish also between 
the acts of trustees in making invest- 
ment of trust funds, and their acts 
in making, or failing to make, prompt 
disposition of securities received from 
the hands of the creator of the trust. 
(In the matter of Weston, supra; Jones 
v. Jones, 2 N. Y. Supp. 844; matter of 
Mercantile Trust, 156 App. Div. 224; 
matter of Chapman [1896], 2 Ch. 763.) 
Self-evidently the purchase of a specu- 
lative stock by a trustee is one thing; 
the retention of such a stock awaiting 
the arrival of a favorable opportunity 
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A Distinction Exists Between 
Under a Will. 


to sell, is quite another; the former 
would constitute negligence; the latter, 
regarded prospectively, might be pru- 
dent, although in retrospect it might 
seem to have been a grievous error. 
Furthermore, the distinction between 
negligence and mere error of judgment 
must be borne in mind. ‘Trustees acting 
honestly, with ordinary prudence and 
within the limits of their trust, are not 
liable for mere errors of judgment’ (per 
Lindley, J., in matter of Chapman, su- 
pra, at p. 776); a trustee should not be 
held liable ‘for unfortunate results which 
he could not be expected to foresee and 
was powerless to prevent’ (Ormiston v. 
Oleott, 84 N. Y. 339, at p. 347). 


Authorized Retention of 
Securities 


“ testator empowered his execu- 
tors and trustees ‘to continue all 
the investment of money in the securities 
made by me and which shall come into 
their possession and control at my de- 
cease, without any personal liability for 
so doing.’ The very fact that the trus- 
tees, as well as the executors, were so 
authorized, indicates that the testator 
contemplated that the securities left by 
him might be held over an extended pe- 
riod. Although, at the time of the exec- 
utors’ accounting, the sugar stocks had 
been retained by the executors for three 
years, the surrogate absolved them of 
blame for not making disposal thereof, 
and directed that the stocks be turned 
over in kind to the trustee of the various 
trusts created by the will. The surrogate 
then expressed his opinion as to the 
wishes of the testator in regard to the 
stocks that ‘it was his desire that they 
should be kept at all hazards.’ If such 
were his desire, equally was it his wish 
that they should be kept ‘without any 
personal liability for so doing’. The 
testator had an absolute right to provide 
that his trustee should not be liable for 
losses accruing from the retention of the 
securities, although it may have been 
imprudent so to retain them. (Crabb v. 
Young, 92 N. Y. 56, 65.) In that case 
the testator had provided that his trus- 
tees should not be liable for losses except 
those arising ‘from their own wilful de- 
fault, misconduct or neglect’. The court 
said: ‘It is quite clear that they cannot 
be held liable to replace the moneys lost 
through even an improvident or careless 
investment, unless they have acted wil- 
fully and have intentionally disregarded 
the rules which control and regulate the 
action of prudent and caréful men in 
conducting their own business affairs’. 
Our will does not go quite so far as the 
will quoted, but at least there must be 
evidence of lack of reasonable care. 
(Continued on page 185) 
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The Gap in Farm Loan Agencies 


By NORMAN J. WALL 


Senior Agricultural Economist, Department of Agriculture, Washington, D. C. 


Organization of Agricultural Credit Corporations Provides 
Needed Supplement to Existing Facilities. 


Country Banks 


Benefit Through Corporation’s Operating Profits and Also 
By Being Relieved From Many of Their Seasonal Burdens. 


F what value is an agricultural 
credit corporation to a bank? 
A great many bankers in agri- 


cultural communities are con- 
sidering the possibility of supple- 
menting local credit resources by re- 
discounting paper of such a corpora- 
tion with the Federal intermediate 
credit bank. 

As a result of inadequate credit 
facilities, renewed interest is being 
evidenced in the provisions of the 
Agricultural Credits Act of 1923. 
This act which established the Fed- 
eral intermediate credit bank system 
provided a new channel whereby agri- 
cultural communities, through the 
agency of agricultural credit corpora- 
tions or livestock loan companies, can 
tap the resources of the central money 
markets for the purpose of making 
production and livestock loans. Dur- 
ing the year 1930 agricultural com- 
munities supplemented their local 
credit facilities by obtaining funds in 
the amount of $109,000,000 from this 
source. 


Two Developments 


N recent months, increased interest 

has been shown in the credit fa- 
cilities of the Federal intermediate 
credit banks, as the result of two de- 
velopments: (a) a Congressional ap- 
propriation providing funds to assist 
in the capitalization of agricultural 
credit corporations, livestock loan 
companies, and similar organizations; 
(b) the action of the Federal Farm 
Loan Board in permitting agencies 
which rediscount with these banks to 
charge borrowers a maximum rate of 
3 per cent above the rediscount rate. 

As a result of establishing the loan 
fund referred to above, the Depart- 
ment of Agriculture has lent approxi- 
mately $1,325,000 to stockholders of 
agricultural credit corporations and 
livestock loan companies located in 
twenty states. The accompanying table 
shows the amount of such loans, by 
states, together with the number of 
individual loans and the number of 
corporat’ons whose capital structure 
has been augmented with Federal 
loans. 


This loan fund is available only in 
those states, or portions thereof, 
which are included in the officially 
designated drought area. Loans are 
granted to individuals in an amount 
not to exceed 70 per cent of the par 
value of the stock submitted as col- 
lateral and are available for three 
purposes: (a) to assist in organizing 
such corporations; (b) to increase 
their capital stock; (c) to replace an 
impairment in their capital structure. 

Perhaps, the first question that the 
average country banker will raise is 
this: “Can I make a satisfactory prof- 
it by setting up an agricultural credit 
corporation to discount the notes of 
farmers in my community?” Prior 
to the action of the Federal Farm 
Loan Board in increasing the maxi- 
mum rate which could be charged the 
borrower, it was clear that the prob- 
able profit from the direct operation 
of such an organization could give 
only a meager return on the capital 
invested. This was due to the fact 
that the interest rate which such re- 
discounting agencies could charge bor- 
rowers was strictly limited by the 
regulations of the Federal Farm Loan 
Board to a maximum of 2 per cent 
above the rediscount rate of the Fed- 
eral intermediate credit banks (2% 
per cent on livestock loans). At the 
present time borrowers can_ be 
charged an interest rate which allows 
the corporation or company a spread 
of 3 per cent above the rate charged 
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by the Federal intermediate credit 
banks. Thus, if the rediscount rate of 
the Federal intermediate credit banks 
is 4 per cent, the maximum rate of in- 
terest which can be charged on loans 
to farmers is 7 per cent. 


A Hypothetical Case 


HE increased earning possibili- 

ties of a credit corporation under 
the new ruling can be indicated more 
clearly, perhaps, by a hypothetical 
illustration. If it is assumed that a 
local agricultural credit corporation is 
organized with a $25,000 capital and 
that the Federal intermediate credit 
bank will allow it to rediscount notes 
in an amount of only five times the cap- 
ital, the net operating income would 
be $3,750. The funds representing 
the capital stock are usually invested 
in approved bonds and at least a part 
thereof must be deposited with the 
Federal intermediate credit bank as 
collateral security to the loans: which 
are rediscounted by the agricultural 
credit corporation. Assuming a yield 
of 4% per cent upon these bonds, 
there would be an additional income 
of $1,125. The total income of the 
corporation, therefore, would be 
$4,875. If the corporation is per- 
mitted a line of rediscounts equal to 
seven times its capital, its earnings 
may, of course, be 30 per cent larger 
than the sum just given. 

Under the old ruling, the maximum 
income under these conditions would 
have been $3,625 and, for corpora- 
tions loaning on livestock security, 
$4,250. This gross income is based 
upon the assumption that the corpora- 
tion would have loans outstanding 
during the entire year in a volume 
averaging five times its paid-in capi- 
tal. The seasonal demand for crop 
production loans would, of course, 
make it difficult to obtain this aver- 
age ratio throughout the entire year. 

Out of the earnings mentioned 
above it would be necessary to 
pay office expenses, salaries of the 
management, and other necessary ex- 
penditures. Many corporations make 
a practice of charging a nominal fee 
for making out loan applications and 
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stipulate that the borrower must pay 
the necessary legal charges incident to 
the recording of chattel and crop 
mortgages, acknowledgments, and 
other items. When corporations ex- 
perienced negligible losses on loans 
and when overhead expenses were 
kept at a reasonable minimum, it was 
possible to obtain a fairly satisfac- 
tory net return on the capital in- 
vested, with a profit margin as low as 
2 or 2% per cent. The problem of 
operating such a corporation without 
some loss on loans, however, has al- 
ways been a difficult one. With the 
margin of profit on rediscounting in- 
creased to 8 per cent, it should be 
possible to take care of nominal losses 
and still obtain a satisfactory return 
upon the capital investment. 

From this it is clear that an inde- 
pendent agricultural credit corpora- 
tion or loan company which must pay 
a salary to a manager who devotes his 
full time to the organization cannot 
expect to make a substantial profit on 
the capital investment, unless a con- 
siderable volume of loans is obtained. 
It is only when a small loan organi- 
zation is affiliated with a bank, co- 
operative organization, or operated as 
an adjunct to a private business con- 
cern that a satisfactory rate of re- 
turn can be obtained upon the capital 
investment. 


Aside From Earnings 


OWEVER, the banker who bases 

his decision as to whether a 
credit corporation in his community 
would be a wise investment solely on 
the possibilities of earnings on such 
corporation, has seen only a small 
part of the problem. The profitable- 
ness of such a corporation to an indi- 
vidual community cannot alone be 
judged by seeking an answer to the 
question, “What will be the earnings 
of such a corporation?” 

The problem is more comprehen- 
sive and the country banker should 
rather ask how the position of his 
bank will be strengthened and how the 
earnings of his bank will be affected 
by the operation of a credit corpora- 
tion in the community. The supple- 
menting of local credit facilities 
through the operation of a well man- 
aged credit corporation will neces- 
sarily have an influence upon the po- 
sition of country banks. It will be 
worth while, therefore, to analyze 
further this phase of the problem. 

It is necessary to recognize that the 
establishment of credit corporations 
as a supplement to local facilities is 
not equally profitable in all areas. In 
those regions where local banks are 
supplied with a volume of funds which 
is in excess of the amount necessary 
to take care of local demand at all 
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Agricultural Credits Division 
Loans Closed as of August 20, 1931 


Amount 
Loaned 


No. of Individual 
No. of Corporations 


Benefited 


State 


Alabama 
Arkansas 
Georgia 
Illinois 
Indiana 
Louisiana 
Maryland 
Mississippi 
Missouri 
Montana 
New Mexico 
North Carolina 
North Dakota 
Oklahoma 
Oregon 
South Carolina 
South Dakota 
Tennessee 
Texas 
Washington 
Wyoming 


$55,555.83 


bo 


203,425.00 
45,930.00 
26,500.00 
67,500.00 

315,550.00 

113,000.00 
80,000.00 


$1,327,440.82 


an 


N 


4 


oo 


times during the year, it is quite clear 
that the organization of such a credit 
corporation would not be of particular 
advantage to that community. The 
only exception to this statement 
would be represented by those com- 
munities where local banks are un- 
willing to extend the necessary credit 
required in financing a sound agricul- 
tural program. 


Where Needed 


N many communities, however, 
local banks are not able to take 

care of the full demand for credit on 
the part of their agricultural cus- 
tomers. Some communities are able 
to take care of all such requirements 
except at certain seasonal periods 
during the year. In both cases, the 
supplemental credit facilities avail- 
able through a credit corporation can 
materially improve the credit position 
of such areas. 

In communities where the agricul- 
tural income is concentrated primarily 
within a short period of each year, 
the seasonal character of the loan de- 
mand and the seasonal movement of 
customers’ deposits present certain 
problems in operating a country bank 
which deserve consideration. In a 
one-crop region, in particular, the 
chief income of the community is re- 
ceived at a single period during the 
year. at which time deposits increase 
rapidly and the local bank is supplied 
with a plethora of outside funds 
which it utilizes in building up its 


bankers’ balances, investment in com- 
mercial paper, call loans and bond 
holdings. Such outside investments 
carry a relatively low rate of interest 
compared to that which can be ob- 
tained upon local loans. It is neces- 
sary, however, for the local bank 
to keep its assets invested in these 
readily available assets in order 
to meet the demands which occur dur- 
ing the subsequent crop production 
season as customers disburse these 
funds outside of the community in 
payment of fertilizer, feed, machin- 
ery, and living expenses. 


Relieves Burden on Banks 


F a credit corporation is in oper- 

ation in such a community, and 
the seasonal production loans financed 
through it, funds will be brought into 
the community at a time when the 
flow of funds is ordinarily away from 
the community. It is possible, there- 
fore, for the local bank to keep a 
larger proportion of its average de- 
posits invested in local loans at a 
higher rate of interest. It is not 
necessary to keep as large a volume 
of secondary reserves following the 
marketing season in order to meet the 
subsequent demand during the next 
crop production season when customer 
deposits usually decrease. 

The flow of funds into the com- 
munity arising through the proceeds 
of credit corporation loans tends to ° 
equalize the seasonal inflow and out- 
flow of funds which are credited and 
debited upon the books of the country 
bank. The fact that the credit cor- 
poration by itself does not yield a 
high return upon its capital invest- 
ment, consequently, tells only half of 
the story. In addition to the earning 
of such corporation,’ there is an in- 
creased earning power accruing to the 
country bank as the result of the 
equalization in the inflow and outflow 
of funds referred to above. A more 
profitable loan and investment policy 
can be adopted. 

It should be clearly borne in mind 
that the purpose of organizing credit 
corporations is not merely to supply 
additional credit to agricultural com- 
munities, but rather to supply credit 
which can be employed in a construc- 
tive manner. Credit corporations 
should be organized only where such 
additional credit facilities can meet 
the test: Can a community use more 
credit safely and upon a profitable 
basis? 

As a result of over 6000 bank fail- 
ures since 1920 many. agricul- 
tural communities find their credit 
facilities seriously impaired. In re- 
cent years correspondent banks fre- 
quently have been unwilling to supply 

(Continued on page 189) 


50 3 
64 3 65,500.00 
257 1 42,999.99 
3. 1 12,000.00 
12 1 11,000.00 
1 28,150.00 
6 1 17,500.00 
8,500.00 
42,500.00 
65,000.00 
53,000.00 
12,500.00 
31,330.00 
30,000.00 
38) 
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The Convention 


N a changing world the times never are the same. 

Always an annual convention faces new conditions, 
new circumstances, a new economic and financial back- 
ground. That has been true in all of the long history 
of the American Bankers Association but never truer 
than in this year of 1931. 

Everyone has felt the pressure of the new con- 
ditions. Few see their way clearly; nations seem to 
grope for a new pathway. In an economic world that 
is in a state of flux, precedents lose reliability; new 
beacons must be raised. In such periods men have 
from time immemorial gathered together to take 
counsel. 

The annual convention of the American Bankers 
Association which will be held at Atlantic City, Octo- 
ber 5th to 8th should and will bring to its councils 
the forward looking bankers of the North American 
continent, for the proceedings of the convention will 
cover the whole range of banking activities and should 
offer to everyone valuable aid as the world passes 
through one of the strangest economic phenomena that 
it has ever known. 


Repercussions of Barter 


HE agreement entered into by the Federal Farm 

Board with the government of Brazil to trade 
25,000,000 bushels of wheat for 1,050,000 bags of 
coffee opens up a new chapter in the history of gov- 
ernmental price fixing. 

Heretofore we have known only the accumulative 
phase; now there comes the distribution phase which 
will reveal the intrinsic value of the effort to stabilize 
prices. 

The outstanding fact in the transaction is that 
though it relieves the government agency of 25,000,000 
bushels of wheat, it creates no new market but instead 
closes one market to wheat in the form of flour. It 
shows no profit but instead an immediate loss to the 
government estimated at $10,500,000. To some ob- 
servers the transaction appears only in the form of 
a transfer of wealth since the loss just given, and all 
of the other loss involved in the efforts to artificially 
hold up the price must fall upon the people at large. 

Beginning this month or next, Brazilian ships will 
transport the wheat. The transfer, if made all at 
once, would require 100 ships it is estimated; the 
transfer of the coffee would require 13 ships, a nice 
bit of tonnage in which there is no expectation that 
our lines will participate as under the terms of the 
agreement, Brazil is to carry the freight. Naturally 
there is disappointment in shipping circles that the 


bargain did not take account of the wishes and the 
needs of American shipping. 

There is disappointment, too, among the millers of 
the United States because Brazil has placed an em- 
bargo of eighteen months on flour imports and the 
millers of this country point out that last year we 
exported flour valued at $4,386,340 to Brazil. Even if 
we would, we cannot place a compensating embargo 
on coffee. On the contrary the Farm Board has agreed 
to withhold this coffee from the market for one year, 
and then to feed it out at the rate of 62,500 bags per 
month. Meanwhile Brazil is at liberty to sell as much 
as she can in the American market. 

The coffee interests of this country feel that their 
lot has not been improved by the creation of a con- 
dition that places their businesses in jeopardy, and 
there are murmurings from the wheat farmers who 
in due course will express themselves through their 
organizations. 

The ramifications of so great a transaction are 
almost endless. In some sections of Latin America 
the deal is regarded as an unfriendly act on the part 
of the United States. Argentina last year sold 
20,000,000 bushels of wheat to Brazil; the year be- 
fore Argentina sold 25,000,000 bushels to Brazil. The 
door has now been closed against her, and it logically 
follows that Argentina seeking a market elsewhere 
will as a matter of course cast its influence on the 
world market for wheat. 

In this transaction the Farm Board has relieved 
itself of some of the giant surplus of wheat, but there 
is little prospect that price conditions will in the long 
run be helped by the swap. 

The monetary loss indicated in the foregoing is 
something that has generally been expected but the 
raising of the cry in South America that we, like 
Russia, are dumping with little consideration for the 
price is to be profoundly regretted. 


No Parallel 


VER since we have been storing up wheat with the 

financial and moral aid of the Federal Govern- 
ment, there have been comparisons between this un- 
paralleled accumulation and what Joseph did when he 
was what we moderns would call Food Commissioner 
of Egypt. But there is in reality no true comparison 
to be drawn. 

Joseph stored grain during seven years of plenty 
against the coming of seven lean years and when there 
was a scarcity in the land, his main object was not 
to get the top price whereas we in America have no 
thought of the coming of any lean years—no fear of 
crop failure; we have accumulated only with the 
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thought of keeping prices from striking ruinous levels. 

Some of Joseph’s purchasers found their money in 
the bags of grain they had purchased, but we, though 
there is famine in the world, have not yet given away 
any wheat. It is true that the nation is caring for its 
poor. Gifts for the destitute and the unemployed of 
necessity imply purchases of the wheat from which 
bread is made, but no large scale effort to assuage 
the sufferings of the famine stricken areas of Asia 
has been undertaken. 

Perhaps if no way is found for disposing of the 
surplus without great embarrassment and great loss, 
some unforeseen condition may come about to make 
us happy over our wealth of wheat. That, however, is 
a possibility as remote as the stars. We are faced 
with a condition not likely to change for the better 
unless an heroic remedy is found. The home remedy 
of blind storage has proved by a long trial to be not 
only ineffective but aggravating to the disease. 

There seems to be logic in the plan recently agreed 
upon for sending some of our surplus wheat to the 
famine stricken areas of China where people are dying 
for lack of food. 

Even though our bargain be never so poor, public 
opinion and public conscience might be cleaner and 
less troubled than if we held on like heartless misers 
to our great surplus while multitudes die. 

Our stabilization program having been ineffective, 
the failure will be no greater if it be at last tapered 
off in an act of ordinary charity. 


After the Moratorium, What? 


HE moratorium proposed by President Hoover has 

given Europe a respite but the moratorium of 
itself will not cure the ills of Europe, and unless some- 
thing is done to restore confidence before July 1, 
1932, there will be danger of a more difficult situation 
than that which prevailed in June of this year. 

That in effect is the belief of the National City 
Bank of New York as expressed in its current bulletin, 
in which it presents a review of the European debt sit- 
uation. Progress has been made it says in the ordi- 
nary economic processes but it adds: 


“What is needed now above all else is a restoration of 
confidence, and this can come only through the removal 
of what is, in our opinion, the chief restraining influence, 
namely, apprehension as to the ultimate outcome of con- 
ditions in Europe. 

“If the political situation could be improved, particu- 
larly as regards the Franco-German relations, and busi- 
ness relieved from concern over the possibility of a prema- 
ture attempt to force resumption of debt payments, we 
believe that these would be the most constructive steps 
that could be taken toward improving the public psychol- 
ogy and bringing the depression to an end.” 

“It is clear,” says the bulletin referring to the report 
of the Basle committee of inquiry, headed by Albert H. 
Wiggin, chairman of the governing board of the Chase 
National Bank, “that the committee regards a realistic 
settlement of the reparations question as an indispensable 
prerequisite of German economic recovery. The committee 
places the responsibility directly on the governments of 
the world to see that this is done,-and warns that there 
is no time to lose. The implication seems plain that the 
committee anticipates an early reconsideration of the rep- 
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arations question with a view to a further possible scaling 
down of these debts. 

“There can be no disagreement with the views of the 
committee as to the desirability of an early settlement of 
this question on an economic basis. 

“When the Hoover moratorium was first proposed its 
purpose was stated to be ‘to give time to permit debtor 
governments to recover their national prosperity.’ It 
would appear miraculous, however, for such recovery to 
take place within a year. Two months already of the 
period of grace have elapsed, and soon people will be con- 
cerned with the question as to what is to happen after 
July 1, 1932. 

* & 

“If nothing is done, the world at that time will be in 
danger of a more difficult situation than it was in June 
this year, when the moratorium was first proposed. It is 
inconceivable that governments will permit the situation 
to drift in this way. Nevertheless, the uncertainty that 
exists is casting a blight over business everywhere.” 


A large part of Europe is honestly and valiantly 
struggling upward, but notwithstanding that effort, it 
seems to be plain that there is a deep and dangerous 
drift coming from individual altitudes. Outstanding 
indications of the drift are the dole and arbitrary 
fixing of wages in England, militaristic fears and na- 
tional ambitions in Europe and Russia, and always the 
age-old distrusts between nations—all of which are 
expensive luxuries in ordinary times but killing lux- 
uries in hard times. 

And as we draw closer to the affairs of Europe 
these things reflect with increasing force upon our 
own affairs. 


“King Cotton” 


F ALL the kings who have lost their high places 
since the beginning of the World War, none is so 
much regretted in this nation as King Cotton. 

A munificent, a beneficent, a popular regent was 
King Cotton. He was a part of the very life of a 
great area of the South. From the poorest family of 
field darkies on up through the whole of the social 
fabric, he was a familiar, an intimate of all. He gave 
an empire its living; through him regions came to 
know prosperity and thousands to experience the com- 
fortable reflections that attend the possession of a 
competence. 

The North, too, always has shared in his bene- 
ficence and incalculable fortunes were woven from his 
white fleece. Of the 33,993,000 active spindles in the 
United States on September 1 of last year, 14,861,000 
were in northern states. 

The fall of King Cotton is, therefore, not a thing 
apart from any of us, but a disaster intimately touch- 
ing a multitude of lives for even in the remotest cor- 
ners this was a better and more prosperous nation 
while he held sway. With his old power diminished, 
many worthy people do not know how to carry on, yet 
there is this consoling thought: 

The world cannot get along without cotton, and 
though he may never regain his full powers as of old, 
King Cotton is reasonably sure of coming back! 

In that he differs from the goodly band of deposed 
kings overseas. His set-back was due to no misdeeds 
of his own, but rather to the circumstance that too 
many planters were too fond of him! 
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Is Germany So Helpless? 


By GEORGE E. ANDERSON 


Committee of Bankers at Basle Had No Choice But to Continue 
Short Term Credits, But Next Move Must Come from Germany. 
Approximately $1,250,000,000 of German Capital Has Left the 
Country in Past Four Years and the Movement Is Not Over Yet. 


S Europe, and especially Germany, 

as badly off financially as it is 

supposed to be? Are American 

short term, long term, any kind 
of loans so essential to European and 
especially German recovery? Admit- 
ting the necessity of action on the 
part of the Government at Washing- 
ton and other powers in the recent 
crisis, and admitting the advisability 
of the extension of American loans of 
all sorts to Europe and especially to 
Germany if and when they can safely 
and properly be arranged, is it to be 
said that Europe in general and Ger- 
many in particular as the weakest of 
the great trading powers can no longer 
help themselves? 


Self Help Comes First 


ERTAINLY the financial position 

of Germany and several other 
European powers leaves much to be 
desired and assuredly, also, American 
assistance can be extended with profit 
and advantage to all concerned when 
European conditions and the Ameri- 
can bond market make that possible 
or advisable. But there are some fea- 
tures of recent capital movements in 
or from Europe which suggest that 
the countries in difficulty can do much 
to help themselves and that this de- 
gree of self help is an essential pre- 
liminary to help from the United 
States or any other country. 

The outstanding features of the 
international financial transactions 
of the United States last year 
were the increase of $357,000,000 in 
the purchase by foreigners of their 
own dollar bonds and a decrease of 
$4438,000,000 in American short term 
indebtedness to foreigners on bank- 
ing account. The former item repre- 
sents the activity of foreigners, in- 
cluding people of nearly all European 
countries, to buy their own dollar ob- 
ligations to American investors for 
investment or sinking fund purposes. 
The latter represents the withdrawal 
of about $284,000,000 in short term 
investments they had previously made 
in the United States with an increase 
of $159,000,000 in American short 
term investments in other countries— 


chiefly in Europe and mostly, in fact, 
in Germany. 

This general movement has con- 
tinued into the current year except 
that in the meanwhile many American 
short term commitments in Germany 
were withdrawn, for a time at least. 
The withdrawal of foreign short term 
funds from the United States, for ex- 
ample, is indicated by the decrease in 
foreign holdings of American accept- 
ances evidenced by the reduction of 
the Federal reserve’s “contingent lia- 
bility on bills purchased for foreign 
correspondents” from $481,315,000 on 
July 23, 1930, to $298,111,000 on July 
22, 1931. The same institution’s July 
Bulletin indicates a further increase 
in American short term lending 
abroad by showing holdings of for- 
eign currency acceptances of more 
than $10,000,000 in June as compared 
with practically none the year before 
and this was before the recent credit 
of $25,000,000 granted the Reischs- 
bank by the Federal reserve was 
drawn upon and promptly exhausted. 
The July report of the American Ac- 
ceptance Council also shows that ac- 
ceptances based on goods stored in or 
shipped between foreign countries 
have increased from $441,764,261 on 
June 30, 1930, to $493,643,884 on June 
30 of the present year while bills to 
create dollar exchange had increased 
in the same period from $50,120,200 
to $69,216,558. 


Back to Level of 1925 


S a result of this movement in 

either direction it is probable 
that foreign owned short term invest- 
ments and deposits in the United 
States are lower at the present time 
than they have been at any time since 
1925 when the foreign short term in- 
vestments in this country commenced 
to assume dominating importance. It 
is also probable that the American 
holdings of short term investments 
and deposits abroad are greater at the 
present time than they have been for 
several years. Nevertheless at the 
end of 1930, as shown by the Govern- 
ment’s annual review of the short 
term capital movements, American 
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ownership of such investments abroad 
amounted to $1,725,759,000 as com- 
pared with $1,565,481,000 the year 
before while foreign ownership of 
such investments in the United States 
at the end of last year amounted to 
$2,793,699,000 as compared with 
$3,077,454,000 at the end of the pre- 
vious year and the net indebtedness 
of the United States on short term 
banking account at the end of last 
year was $1,067,940,000 as compared 
with $1,510,973,000 at the end of 
1929. At the present time it is prob- 
able that the net American short term 
indebtedness to other countries is be- 
tween $800,000,000 and $900,000,000. 
We have paid back heavily and loaned 
heavily in response to Europe’s needs. 


German Balances Abroad 


UCH of this adjustment of our 
short term indebtedness to for- 
eigners has occurred in our financial 
relations with Germany. Last Septem- 
ber it was estimated that German 
short term obligations abroad, includ- 
ing paper running up to three years, 
amounted to about $2,750,000,000 
against which German banks held de- 
posits or short term investments 
abroad of about 35 per cent on an av- 
erage, nearly a $1,000,000,000—as re- 
serves to meet sudden withdrawals. 
Something like $500,000,000 of these 
reserves were held in the United 
States. It is generally estimated that 
since September, 1930, Germany has 
lost $760,000,000 in foreign capital 
invested in that country in these short 
term obligations, the greater part of 
these losses having been met by re- 
duction in German reserves abroad, 
this process being particularly marked 
in the reduction of German balances 
in the United States which were esti- 
mated at only $175,000,000 on July 1. 
However it is also estimated that Ger- 
many has lost at least $1,250,000,000 
in the flight of its own capital to other 
countries in the past four years, 
$250,000,000 of which has been lost 
in the past nine months. 
While the withdrawal of foreign 
capital from Germany during the past 
(Continued on page 176) 
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AND TRUST COMPANY 


208 
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$28,000,000 
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“OFFICE SHELL SHOCK” 


puts PART-TIME workers on FULL-TIME payrolls 


§ Rew don’t mean to steal your time. They simply 
can’t help it, if they’re suffering from “office shell 
shock”’ — nervous fatigue. 


Frankly, do you think employees can be expected to 
do their best in the noisy work rooms of the average 
bank or office? 


Jangling telephones, slamming drawers, the incessant 
clatter of machines—these things are bound to take a 
terrific toll in output, cost/y mistakes,and wrecked nerves. 


And it’s all unnecessary, because it’s a simple matter 
to subdue office racket. 


Applying Acousti-Celotex sound absorbing tiles to the 
ceiling will do the trick. It’s a quick and easy job, and 
results are assured.* 


Acousti-Celotex ceilings require no extra maintenance 
cost, and are as permanent as the building. They can be 
painted repeatedly with any kind of paint without loss of 
sound deadening value. 


Write today for further information on this remarkable 
material. 


The Celotex Company, 919 North Michigan Ave., 
Chicago, Illinois. Sales distributors throughout the 
World. Acousti-Celotex is sold and installed by 
Acousti-Celotex contracting engineers. In Canada: 


Alexander Murray & Co., Ltd., Montreal. 


Acousti-Celotex tiles are attractive, permanent. Because 
of their perforated feature, they may be decorated with 
any kind of paint without loss of sound deadening efficiency. 


PAINTABLE PERMANENT 


COUSTI-| ELOTEX 


TRADE MARK REGISTERED U, S. PATENT OFFICE 


CANE FIBRE TILE 
For Sound Absorption 


* The ceilings of the main banking room and the general work 
room of the National Exchange Bank, Milwaukee, Wis, are 
treated with Acousti-Celotex. Officers and employees work in 
a quiet, restful atmosphere — customers are able to transact thei: 
business promptly, quietly, without the interruption of noise 


When writing to advertisers please mention the American Bankers Association Journal 
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Bond List Must Fit the Bank 


By PAUL M. ATKINS 


Three Factors Should Control Purchase of Bonds: First, What 
Are the Bank’s Special Requirements? Second, Which Issues 
Best Meet These Conditions? And Third, What Is the General 
Economic Outlook? Survey Discloses the First of These Neglected. 


HE bond portfolios of banks 
during the past year have 
been the largest single factor 
contributing to the strength or 
weakness of banks. There is plenty of 
evidence available to support this 
opinion and bond portfolios, there- 
fore, demand the same amount of time 
and attention, of thought and study, 
as the local loan portfolios. In fact, 
in the case of many country banks, 
the former exceed the latter in value. 
It seems appropriate, therefore, 
particularly at the present time, to 
consider the various factors which 
control, or which should control, the 
purchase of bonds by banks. These 
various factors may be defined in 
three major groups: the needs of the 
individual banks, the issues of bonds, 
and the general economic and financial 
situation. 


Always Changing 


T is clear at first glance that all of 
these groups of factors are vari- 


ables. In other words, the various 
factors are not stable, but are chang- 
ing from day to day, some rapidly, 
some slowly, some changing relatively 
steadily and others at varying rates. 
This means that is is impossible to 
reach conclusions in respect to the 
purchase of bonds which may be re- 
garded as permanent. The decision 
today to buy a security may be changed 
to one to sell within a short time, 
without necessarily implying that the 
first decision was in any way unwise 
or unsound. 

Heretofore, when an attempt has 
been made to consider the various fac- 
tors which control the purchase (and 
sale) of bonds by banks, the first 
group of factors has generally been 
overlooked, or at most has received 
only casual consideration. The major 
emphasis has been laid on the second 
group of factors. This is a very curi- 
ous and anomalous situation. It is 
much the same as though a doctor 
gave a great deal of attention to the 
medicines which he employed and lit- 
tle or none to a diagnosis of the mal- 
ady from which the patient was suf- 
fering. It is quite clear that no doc- 
tor can prescribe intelligently without 


ascertaining the condition of his pa- 
tient; it should be equally evident that 
it is impossible to control the bond 
portfolio of a bank successfully with- 
out ascertaining what the reqirements 
of the bank are for bonds. 


Reserves and Investments 


EFORE considering briefly the fac- 
tors of the individual bank which 
enter into the control of the bond port- 
folio, it is desirable to recall to mind 
the fact that this portfolio should be 
divided into two sections, one of them 
forming an integral part of the_sec- 
ondary reserve of the bank and the 
other of the investment account. The 
factors, therefore, in the individual 
bank which affect its purchases of 
bonds, are those influencing the size 
and composition of these two accounts. 
The secondary reserve account of 
a bank, as its name _ indicates, is 
a reserve—similar in general function 
to the primary reserve, but subordi- 
nate to it. The same factors, there- 
fore, which control the primary re- 
serve, govern the establishment and 
control of the secondary reserve and 
investment accounts. The outstand- 
ing factor is, obviously, the ebb and 
flow of funds through the bank. This 
factor is made up of a number of sub- 
factors, including deposits—both time 
and demand—bills payable, local loans 
and discounts, local mortgages, United 
States Government securities, general 
list bonds, commercial paper, call 
loans, and any other assets or liabil- 
ities which are of importance and 
likely to be subject to fluctuations. 
The study of the trends of these vari- 
ous items over a period of a year is 
absolutely essential to a determination 
of the amount of the reserves, both 
primary and secondary, which it is 
desirable to schedule. It makes con- 
siderable difference whether, for ex- 
ample, the peak of the demand de- 
posits is less than 10 per cent higher 
than the low point over a five-year 
period, or whether the peak is over 90 
per cent greater than the low point 
for a single year—a range which ex- 
perience shows to be approximately 
normal in the case in question, based 
on records covering five years. 
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These cases may be regarded as 
extreme or abnormal, and such is a 
fact, judging from a study of over 800 
banks. They serve to emphasize the 
necessity of studying this factor, for 
unless an analysis is made, it is not 
known whether the fluctuation is so 
great (or so little) as to be considered 
abnormal, and unless the situation is 
known, it is impossible to provide for 
it intelligently. Such an analysis would 
appear to be not only reasonable and 
logical, but as evidently necessary, 
and yet of the 800 banks and more 
just referred to, not one had made 
such an analysis for itself nor had any 
bank made provision for it at the time 
when the author first made contact 
with them. 


Analysis Guides 


HE connection between a study of 

the ebb and flow of funds through 
a bank and the purchase of bonds for 
its secondary reserve account is very 
direct. In the first place, the size of the 
secondary reserve is directly predicated 
in large measure on the results of this 
analysis. In the second place, the de- 
gree of liquidity required by this ac- 
count is also dependent on this same 
analysis. The size of the account and 
the degree of liquidity required are the 
major elements determining the num- 
ber, character and maturity of the 
bonds to be included in the secondary 
reserve account of a bank. Indirectly, 
by indicating, in a general way, the 
probable amount of funds available 
for the investment account of the 
bank, this analysis has important 
bearing on the amount and character 
of the bonds to be included in this lat- 
ter account. 

There are many other points to be 
considered in the analysis of the ebb 
and flow of funds which have a bear- 
ing on the purchase of bonds. One of 
these which, at the present time, is 
subject to much discussion in the 
banking world, is the rate of interest 
paid on time deposits. The high rates 
of interest which are accorded time 
deposits in many instances have been 
a compelling factor in the selection of 
bonds for the investment account of 

(Continued on page 174) 
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in labor 


40% 


in mechanical equipment 


50% 


in stationery 


Compare: 


A bookkeeping department op- 
erating the Recordak Photogra- 
phic Plan of Single Posting is 
shown above. 


The same bookkeeping depart- 
ment handling the same number 
of accounts under the old-fash- 
ioned dual system is shown at 
the right. 


The economies in personnel, 
machines, and files are vividly 
indicated. 


Recordak Corporation Subsidiary 


When writing to advertisers please mention the American Bankers Association Journal 


Saves 


September, 1931 
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Simplified by Photography 


The Recordak Photographic Plan 


of Single Posting ... time tested by banks 
on the Atlantic Seaboard ... now being 


extended to the Pacific Coast 


looms up as a 


large item in the operating: 


expense of the average bank. It 
is non-productive expense—a 
logical starting-point in cutting 
costs to match a period of low in- 
terest rates and reduced profits. 

Many banks on the Atlantic 
seaboard have already taken ad- 
vantage of the remarkable econo- 
mies brought about by the Recor- 
dak Photographic Plan of Single 
Posting, and installations are 
now in progress on the Pacific 
Coast. In actual practice, this 
system shows consistent savings 
of 33%% in labor, 40% in me- 
chanical equipment and 50% in 
stationery. 

At the same time these banks 
have found it more convenient, 
more accurate, and affording 
greater protection against both 
fraud and error. It also requires 
far less storage space for records. 

Recordak economies are 
achieved by a simplified method 
of substituting photography for 


clerical duplication of work. 
Debits and credits are posted 
directly to a single statement 
sheet which serves as the bank’s 
ledger during the month. At the 
end of the month this sheet is 
photographed and sent to the 
depositor with his cancelled 
checks; the bank retaining an ex- 
act photographic reproduction 
of just what the depositor re- 


ceives — making an alteration- _ 


proof, tamper-proof, extraction- 
proof record for the bank. 

The Recordak Plan of Single 
Posting is now being offered to 
banks as a perfected system— 
time tested in actual bank opera- 
tion. Recordak facilities for ex- 
tending its service are now being 
made available in various sec- 
tions of the country. 

Immediate action on Recordak 
Service can be the means of sav- 
ing your bank a great deal of 
money. The coupon will bring 
you complete information by re- 
turn mail. 


of Eastman Kodak Company 


When writing to advertisers please mention the American Bankers Association Journal 


The Recordak 


modern banking tool 


Recordak was invented by a banker. It photo- 
graphs checks and other bank records on 
Eastman Safety Film automatically. A special 
projector makes the film record quickly avail- 
able at any time. 

In addition to its bookkeeping economies 
Recordak offers many other advantages. 

By photographing checks with Recordak, the 
bank has an unquestionable record that helps 
to prevent check frauds and disputes. . .renders 
depositors an exceptional new banking service. 
Recordak makes it possible to operate a transit 
department at 60% of its former overhead. 
Other records can be photographed and the 
originals destroyed, affording a tremendous 
saving in storage space. 


RECORDAK CORPORATION 
350 Madison Avenue, New York City 


Please send me free book, “Improved Banking 
with the Recordak,” and details of the Recordak 
Single Posting Plan. 

Name 
Bank. 
Street. 


City 
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Permanent Beauty and Low Upkeep 
insured by the use of Georgia Marble .. « 


The directors are 
glad they have a 
Georgia Marble 
Bank .... see 
letter below. 


thizens Savings Bank 
Citizens Savincs Bank, Mr. CLEMENS, MIcHIGAN 
Bonnah & Chaffee, Architects 


F. Korneffel Co., Contractors 


EORGIA MARBLE needs 

no costly enrichment. It is 
in itself a decoration for the 
exterior of any monumental or 
business structure. 


Mr. W. Siegel 

c/o The Georgia Marble Company, 
1200 Keith Building, 

Cleveland, Ohio. 


Dear Sir: 


Relative your favor of the lith instant, 
wish to state that our first intention 
in the construction of the Citizens Sav- 
s Bank Building was to-use the general 
type of darker stones. As you know, we 
finelly decided to use Georgia Marble on 
exterior. 


Our building is an imposing financial 
structure and its appearance causes most 
favorable comients from those who see it 

and our directors are much pleased that 
their final decision worked out so satis- 
factorily. Considering the cost of marble 
compared with the use of atone in our: duild- 
ing we feel that the extra amount has proven 
an excellent investment and one that will 
pay permanent dividends in the way of im- . 
posing anc stable appearance and upkeep. 


The Citizens Savings Bank, a 
distinct departure from the tradi- 
tional classic design, would sure- 
ly appeardrab and uninteresting if 
any of the commoner materials 
had been used for the exterior. 


The Georgia Marble used here 
has complimented the simplicity 
of the design and produced ‘“ 
imposing financial structure.” 


Very truly, 


Charles Wiemetta 
Chairman Building Comnittee 
Citizens Savings Bank 
Mount Clemens, Michigan. - 


The GEORGIA MARBLE CO. *« Tate * Georgia | 


GEORGIA MARBLE 


New York Chicago 
Atlanta Cleveland Dallas 


When writing to advertisers please mention the American Bankers Association Journal 
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Mexico Tries Managed Currency 


By JOSEPH STAGG LAWRENCE 


New Law Represents No Immediate Abandonment of Gold 
Standard but Foreshadows an Attempt to Maintain the Silver 
Peso on a Parity With Former Gold Peso. Decline in Oil, Silver 


and Copper Added Considerably to Foreign 


EXICO has undertaken a 
monetary experiment which 
she considers an_ astute 


move in succoring her tot- 
tering budget and relieving her dif- 
ficult position in the international 
financial firmament. A hasty reading 
of the new monetary law passed on 
July 25 caused American correspon- 
dents to cable home that Mexico had 
repudiated the gold standard and 
definitely embraced the white metal as 
the basis of its currency. Like the 
report of his own death which Mark 
Twain received while still very much 
among the living, this interpretation 
must be termed a trifle premature. 
There is this much substance in the 
early report. Unless the Mexican Gov- 
ernment exercises determined re- 
straint and resists temptation, the 
analysis of the correspondents may be 
warranted by events.. In the mean- 
time, it is necessary and only fair to 
deny that such a consequence is the 
intention of the law and will neces- 
sarily follow its passage. 


To Reassure Foreigners 


HE reaction of foreign observers 

was not unforeseen, and the Mex- 
ican finance minister, Luis Montes de 
Oca, has instituted a vigorous backfire 
of publicity intended to reassure for- 
eign financiers and the world in gen- 
eral that Mexico has no intention of 
discarding the gold standard or dis- 
avowing in any way its external obli- 
gations. As a special measure to 
fortify alien confidence in Mexico, 
former President Calles has been ap- 
pointed president of the Bank of 
Mexico. 

Before undertaking a discussion of 
the statute itself, it might be well to 
indicate briefly the developments 
which have brought Mexico to the 
point where she felt justified in un- 
dertaking this radical revision of her 
monetary system. Since 1905 Mexico 
has been on the gold standard. There 
have been lapses due to political dis- 
turbances; and the gold standard, 
when in effect, was largely of the 
exchange variety. That is to say, 
there was no sustained free conver- 
sion or redemption of Mexican cur- 


rency in gold, nor was there much 
gold in circulation. The Bank of Mex- 
ico maintained balances in gold stand- 
ard countries against which drafts 
were sold for Mexican pesos. Mexico, 
therefore, has never been firmly estab- 
lished for any length of time on a 
Simon-pure gold standard. 


When Gold Is Scarce 


NDER certain conditions an ex- 
change standard operates satis- 
factorily and makes it possible to bind 
the vale of the domestic unit of cur- 
rency to a given quantity of gold 
without using a great deal of the yel- 


153 


Debt Service. 


low metal. It is the most economical 
form of the gold standard, and where 
countries cannot afford the extrava- 
gance of a large domestic gold re- 
serve, it is an entirely desirable mone- 
tary expedient. 

Mexico has been through. a number 
of lean years. Her difficulties, of a 
nature peculiar to Mexico, have placed 
a serious strain upon her monetary 
system. She has substantial foreign 
obligations, the service on which is 
payable in gold. In the chronology 
cf economics, she is still an immature 
country, and her exportable products 
are principally raw materials which 
have taken a terrific lashing in the 
price decline now afflicting the world. 
It is but necessary to mention three 
of her exports: silver, copper and oil. 


Mexico’s Debt Service 


‘HE is the world’s greatest pro- 
ducer of silver, contributing 42 
per cent of the world’s production of 
that metal in 1930. During the course 
of the last two years silver has 
dropped from fifty-six cents an ounce 
to twenty-eight. Mexico’s annual ser- 
vice on the obligations sponsored by 
the Morgan group amounts to ap- 
proximately $25,500,000. In the early 
part of 1929, this annual charge could 
have been met by the export of 45,- 
500,000 ounces of silver. At the pres- 
ent time, to meet the same charge, it 
is necessary for Mexican mines to 
turn out 91,000,000 ounces of the 
white metal. In terms of this relative 
iiem of Mexico’s income, her debt 
service in the short space of two years 
has doubled. 

We find that her debt, in terms of 
copper, another substantial item in 
Mexico’s exports, has increased 125 
per cent. As we move on to oil, an- 
other product with which Mexico is 
accustomed to pay for her imports and 
discharge her annual service on her 
debts, we find that it requires 2.78 
barrels of oil where two years ago but 
one barrel was necessary. In other 
words, the drop in the value of Mex- 
ico’s exports has caused her obliga- 
tions to swell in inverse ratio. 

In addition to this price difficulty, 
the condition of the world’s markets 
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in these raw materials has made it im- 
possible to dispose of a greater output, 
assuming that Mexico were capable of 
producing it. With lower prices has 
come reduced demand. 


Efforts to Ease Pressure 


EXICO has resorted to heroic 
expedients in the attempt to 
allay domestic distress, balance her 
budget and maintain faith with her 
foreign creditors. The Lamont-de Oca 
agreement, the result of negotiations 
between the Mexican Government and 
J. P. Morgan & Co., is an attempt to 
accommodate Mexico’s foreign obliga- 
tions to her capacity to pay. In view 
of her inadequate resources of gold 
and the prohibitive agio on silver, the 
Mexican Government was permitted to 
pay into a Mexican depository in sil- 
ver pesos the annual service on her 
foreign debt. This is permitted with 
the hope that improvement in the 
price of silver during the course of the 
next two years will make it possible to 
translate this internal fund at a more 
favorable rate into gold currency. 
At home, Mexico has kept her mines 
in operation in spite of the world situ- 
ation chiefly because she does not dare 
to turn loose the thousands of peons 
for whom labor in the mines is the 
only source of livelihood. She is now 
seeking to balance her budget by re- 
ducing expenditures and increasing 
taxes. Among the proposals under 
consideration are the indefinite post- 
ponement of public works, higher im- 
port duties, a 10 to 15 per cent re- 
duction in the salaries of civil em- 
ployees, and a cut of 25 per cent in 
the pay of army officers. There is 
some fear that a drastic tax, to be 
levied upon the gross receipts of all 
industry, commerce and agriculture, 
based upon the income tax reports of 
the past, may prove to be retroactive. 
It is causing some uneasiness in Mex- 
ico and also in foreign countries 
whose nationals have substantial in- 
-vestments in the republic to the south. 


Provisions of New Law 


N July 25 Mexico passed her new 

monetary law. This provides for 
‘tthe circulation of bank notes issued 
by the Bank of Mexico, silver coins 
of one peso denomination and appro- 
priate fractional currency. The notes 
of the Bank of Mexico will not be legal 
tender, although they will be accept- 
able at all public Federal offices, and 
‘those of states and municipalities with- 
out limit. The silver and subsidiary 
coins are legal tender within the coun- 
try. Obligations calling for payment 
in foreign currency contracted ‘either 
within or outside the Republic to be 
complied with within Mexico will be 


discharged by delivering the equiva- 
lent in Mexican money at the rate of 
exchange in force at the time and 
place where payment should be made.” 

Monetary reserves set up under the 
law will consist of certain securities 
defined by the law of March 25, 1905, 
profits on foreign exchange trans- 
actions, seigniorage profits derived 
from the coinage of silver, proceeds 
of loans made for the specific purpose 
of creating the reserve, and also such 
funds as may be provided in the 
budget of the government for this 
purpose. The law seems to contem- 
plate a reserve in Mexico as well as 
in other countries, and limits it to 
gold and silver bars. 


Divorced From Gold 


NDER the “transitory disposi- 
tions” of the law, there is a pro- 
vision suspending the minting of na- 
tional gold coins, the removal of all 
restriction on exports of gold either 
in bars or coins, and the stipulation 
that “all obligations contracted up to 
date of this law in national money 
of any species will be liquidated by 
payment in the coinage set forth in 
this law within the limits of their 
respective power as legal tender. 
“Notwithstanding the dispositions 
set forth, gold coin should be deliv- 
ered by those who may have received 
same for collections for account of a 
third party or in the character of a 
confidential deposit, or, by virtue of 
any other contract which has not been 
transferred. Banks or banking insti- 
tutions must pay in gold 30 per cent 
of the deposits which the public may 
have intrusted to them in that species 
at sight or for a period not greater 
than thirty days sight.” This will be 
a distinct hardship on foreign banks 
operating in Mexico, since the law 
permits borrowers to pay their loans 
in silver but compels the banks to pay 
some of their own obligations up to 
30 per cent in gold. The statute clear- 
ly indicates that Mexico intends to 
divorce its monetary system from gold 
and to deny gold that free access to 
the mint which it has enjoyed. 


Requires Restraint 


T the same time, statements is- 
sued by the finance minister be- 
speak a desire and an ambition on 
the part of Mexico to maintain the 
value of the silver peso on a parity 
with the former gold peso. Theoreti- 
cally, this is entirely possible. Mexico 
may be able to regulate the supply of 
pesos so as to maintain their value 
at par with the gold peso. This will 
require extraordinary restraint and a 
finesse in control which has never be- 
fore been demonstrated in monetary 
history. 
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It has been the contention of the 
economists of the “managed currency” 
school of thought that no nation has 
ever seriously undertaken the task of 
regulating the quantity of currency 
for the purpose of maintaining stable 
purchasing power at home and stable 
exchange rates with other countries. 
There are times, be the management 
ever so gifted and detached, when 
these two ends are incompatible. 

As an example, we may cite the 
fact that exchange rates between the 
United States and other gold stand- 
ard countries today are stable within 
the range defined by the export and 
import points of gold. Nowhere has 
the purchasing power of money been 
maintained. Theoretically, the United 
States should have adopted inflation- 
ary measures in the early spring of 
1931 in order to avoid the collapse of 
commodity prices which has taken 
place. Such a course, granting for 
the sake of argument that it might 
have been successful, could have been 
maintained only at the cost of un- 
stable foreign exchanges. 


Theoretically Possible 


HE question now arises regard- 

ing Mexico’s particular purpose. 
Will her finance minister resort to the 
mint for additional pesos? This may 
be accomplished through free coinage 
with a substantial seigniorage charge 
or by restricting coinage to the gov- 
ernment, with the latter realizing the 
difference between the value of the 
bullion in the peso and its purchasing 
power. 

Substantial additions to Mexico’s 
currency will, of course, have the 
effect of increasing domestic prices. 
On the other hand, it will seriously 
disturb foreign exchange rates. If 
Senior de Oca adheres to the strict 
and narrow course of monetary vir- 
tue by limiting the coinage of silver 
pesos and the circulation of Bank of 
Mexico notes, it is theoretically pos- 
sible to raise the value of the Mexi- 
can unit of exchange to a point where 
it will be bought and sold in the mar- 
kets of the world on a basis no less 
favorable than that of the gold peso. 
The realization of such an ambition 
would necessitate, first of all, a bal- 
anced budget and, secondly, a denial 
of all further coinage. The effect 
upon domestic prices and domestic 
business activity would be deflation- 
ary and would aggravate the very dis- 
tress which Mexico is now suffering. 

Of course, it would raise the value 
of the Mexican peso. Whether this 
balm to national pride would be ade- 
quate compensation for the added 
provocation of her economic distress, 
and whether it would be politically 

(Continued on page 178) 
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Territory Served by the Northwest Bancorporation 


The Nation’s 
GREAT LIVESTOCK INDUSTRY 


One of the Important Basic Industries 
Served by the Northwest Bancorporation 


SPREAD ACROSS the vast plains of 


Montana — Nebraska — the Dakotas are 
hard-riding cowboys—great rumbling 
herds of cattle. Throughout IJowa— Minne- 
sota—Wisconsin, are fertile farms raising 
fattened stock. Here is the source of a 
great basic industry—livestock—produc- 
ing more than a billion dollars annually. 
This is one of the eighteen diversified 
industries bringing stability to the North- 
west and the Middle Northwest. 


The Northwest Bancorporation, since 
its organization, has been outstanding in 
financing the livestock industry in this 
area. The new Northwest Livestock Loan 
Company, recently organized, will func- 
tion over the entire area served by the 
Bancorporation and will finance 
the livestock industry through 
subsidiary companies and Ban- 
corporation banks located in 
livestock centers. 


GREAT BANKING 
INSTITUTION 


Included in the 136 financial insti- 
in the Northwest 
Bancorporation are these outstanding 
organizations which today are financing 
the livestock industry: 


tutions affiliated 


Stock Yards National Bank, South St. 
Paul, Minnesota—Stock Yards National 
Bank, Omaha, Nebraska—Cattle Feeders 
Loan Company, Inc., Omaha, Nebraska— 
Montana Livestock Loan Company, Hele- 
na, Montana— Livestock National Bank, 
Sioux City, lowa—Northwest Livestock 
Loan Company, Minneapolis, Minnesota. 


Banks of the Northwest Bancorporation 
are located in 113 leading cities in eight 
Northwest and Middle Northwest states. 
We invite your correspondence 
that we may explain more in 
detail how this bank group can 
serve efficiently your particular 
requirements. 


NORTHWEST BANCORPORATION 


MINNEAPOLIS, MINNESOTA 


BancNorthwest Company —Investment Securities Division 


When writing to advertisers please mention the American Bankers Association Journal 


NO. 
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The new Chevrolet Six 


is an outstanding General Motors value 


Among the exceptional motor car values 


offered by General Motors, none is more 
significant than the new Chevrolet Six. 
This smooth, capable new Chevrolet with 
smart Bodies by Fisher is the outcome of 
twenty years’ manufacturing experience | 
devoted to producing the best car possible 
at a low cost. It has brought to its field a 
finer measure of quality than has pre- 
viously been considered possible at the 


price. In fact, so complete is its quality 


and so surprisingly low is its price that it 
has been hailed as the Great American 
Value . . . a value to which the public 
has responded by widespread buying of 


Chevrolet six-cylinder passenger cars and 


(ie / trucks. Consequently, the Chevrolet dealer 


is today enjoying unusual sales advantages 
which establish him even more firmly in 
his community as a successful, progres- 


not sive merchant of sound financial standing. 
The New Chevrolet spurt Loupe 


NEW CHEVROLET SIX 


The Great American Value 


New Low Prices—Roadster, $475; Sport Roadster (with rumble seat), $495; Phaeton, $510; Standard Coupe, $535; Coach, $545; Standard Five-Window 

Coupe, $545; Sport Coupe (with rumble seat), $3575; Five-Passenger Coupe, $595; Convertible Cabriolet, $615; Standard Sedan, $635; Special Sedan, $650; Convertible 

Landau Phaeton, $650. Special equipment extra. Low delivered prices and easy G. M. A. C. terms. Chevrolet truck chassis, $355 to $590. Product of General Motors. 
All prices f. o. b. Flint, Michigan. Chevrolet Motor Company, Detroit, Michigan. 


When writing to advertisers please mention the American Bankers Association Journal 
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Municipal Auditorium, Atlantic City 


A. Convention Will Discuss 


Service and Profits 


Better Administration and Greater Stability of Income Will Be 
Twin Goals of the American Bankers Association at Atlantic 


City. 


PEAKERS before the general 
sessions of the annual conven- 
tion of the American Bankers 
Association in Atlantic City, 
Oct. 5 to 8, will discuss the condi- 
tion of industry, broad questions of 
domestic and foreign banking, farm 
problems, farm finance and the na- 
tion’s income from agriculture. The 
convention program is a pledge of the 
service which banks can render the 
nation by working together. 

The Division programs will deal 
with practical banking; their purpose 
is to increase the profits, usefulness 
and leadership of banks. Speakers 
before the Division meetings will dis- 
cuss specific problems relating to sav- 
ings, trust work, national banks and 
state banks. They will summarize 


the past year’s progress in manage- 
ment and will present the best avail- 
able facts concerning service charges, 
interest rates, 


investment matters, 


personnel and other banking problems 
identified with autumn, 1931. Bank- 
ers who come to Atlantic City for this 
convention will be fortunate. 


Purpose 


HE matter of attendance is im- 

portant—more so, probably, than 
at any time since the Association came 
into existence—because this is hard- 
ly a time to forego the benefits of 
useful contact with other bankers. 
There have been fifty-six annual con- 
ventions since July, 1875, when 349 
delegates from thirty-two states met 
at Saratoga, N. Y., and organized the 
American Bankers Association. It 
would seem to be a matter of par- 
ticular interest at this time to recall 
that James Buell, president of the 
Importers and Traders National Bank 
of New York, addressing that first 
meeting in his capacity as first presi- 
dent of the Association, expressed the 
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Paramount Problems of Management and Policy Com- 
prised in Program Which Will Include All Angles of Banking. 


purpose of the convention in these 
words: 

“T count myself fortunate in being 
present at this, the largest convention 
of bank officers ever assembled on 
this continent—almost every section, 
from Maine to Mexico and from the 
Atlantic to the Pacific, being here rep- 
resented. To the valley of the Missis- 
sippi belongs the credit of originating 
this meeting. The object, as I under- 
stand it, was to bring together for 
mutual interchange of thought a body 
of men who, for the most part, have 
less personal acquaintance with each 
other, I venture to affirm, than any 
similar body of business men in this 
country. The duties of a bank officer 
require his personal attention so con- 
stantly, that he rarely feels at liberty 
to take even a short vacation to enjoy 
such social pleasures and associations 
as other business men do. We hope 
this meeting is the beginning of a 
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new era—a new departure—and that 
many more like it will follow. It will 
do us good to come together occasion- 
ly and interchange thoughts and 
greetings. We are apt to get into ruts 
and to see things from our stand- 
point alone and to regard all other 
doxies except our particular doxy as 
heterodoxies. Discussions will bring 


Ogden L. Mills, 
Undersecretary of the United States 
Treasury 


out different views and all, we trust, 
will be enlightened.” 


This described the original need - 


which created the Association and to- 
day the same need even more urgent- 
ly requires the attendance at Atlantic 
City of all bankers devoted to good 
banking. Rome C. Stephenson, presi- 
dent of the American Bankers Asso- 
ciation, states that no more serious 
meeting of American bankers has ever 
been planned than the forthcoming 
convention. 


Challenge 


i) E cannot blink the fact,” says 

Mr. Stephenson, “that certain 
aspects of the bank failure history of 
the past two years challenge our pro- 
fession and our Association to a new 
era of activity and achievement. Even 
though the vast majority of our bank- 
ers stand four square before the pub- 
lic as faithful stewards of their 
trusts, and their institutions continue 
to serve their communities through an 
unparalleled economic storm in a way 
that brings new honors to our bank- 
ing traditions, it cannot be denied 
that the acts of a few have been un- 
duly magnified to the detriment of 
all. Demagogic criticism of banking 


has created problems not only affect- 
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ing bankers but the public interest as 
well. 

“Great tasks lie ahead of your As- 
sociation. They demand the earnest 
and active participation in its delib- 
erations and activities on the part of 
bankers in all parts of the nation. 

“Foremost is increased banking- 
wide support and development of the 
association’s already extensively op- 
erative functions for promoting more 
scientific and impregnable banking 
methods throughout every part of the 
profession whether in large cities or 
small rural communities. The Asso- 
ciation believes it is the duty of every 
banking institution in the nation to 
give its community the benefits of 
the best banking experience and prac- 
tice obtainable such as are being made 
available by this Association’s scien- 
tific bank management studies.” 


Order of Meetings 


LL general sessions and Division 
meetings will be held in the ball 
room of*the Municipal Auditorium. 
There will be organ recitals by Karl 
Bonawitz at 9.45 a. m. preceding each 
of the general sessions on Tuesday, 
Wednesday and Thursday mornings. 
The sessions will be called to order at 
10.30 a. m. each day with Rome C. 
Stephenson, presiding. The first 
Division meeting will be that of the 
Savings Bank Division at 9.30 a. m. 
on Monday. The State Bank Division 
will assemble at 2 p. m. Monday, the 
National Bank Division at 2.00 p. m. 
Tuesday and the Trust Company Divi- 
sion at 2.00 p. m. Wednesday. 

President Stephenson will address 
the opening session of the convention 
on the record of American banks dur- 
ing the past year when they were be- 
ing forced to bear the brunt of the 
depression. He believes that the im- 
mediate future will bring to banking 
greater problems and greater oppor- 
tunities than ever before and that 
banks must prepare to take the lead 
when recovery. gets under way. His 
address will be frank and to the point 
on the subject of bank suspensions 
and the necessity for building up a 
more secure foundation of public con- 
fidence. He will state in clear terms 
the Association’s attitude toward this 
central problem of banking. 

Three eminent speakers will address 
the convention on three outstanding 
business and financial topics. H. L. 
Russell, chairman of the Advisory 
Council, Agricultural Commission, 
American Bankers Association, will 
speak on the subject “Give Us This 
Day Our Daily Bread.” Dean Russell 
is an outstanding authority on scien- 
tific agriculture. During an active 
public career he has been professor 
of bacteriology in the University of 
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Wisconsin, Dean of the College of 
Agriculture and director of the ex- 
perimental station of the same uni- 
versity, director of the Wisconsin 
State Hygienic Laboratory, president 
of the advisory board of the Wiscon- 
sin Tuberculosis Sanitorium, a mem- 
ber of the Wisconsin commission of 
the U. S. War Finance Corporation, 
and a member of the staff of the U. S. 
Food Administration during the war. 
He is also author of books on dairy 
and agricultural bacteriology and nu- 
merous reports of experimental work. 
Recently Dean Russell, on behalf of 
the United States Government, com- 
pleted an exhaustive study of cooper- 
ative agriculture in Java and New 
Zealand where the cooperative idea 
has been developed to a high point. 
Ogden L. Mills, Undersecretary of 
the United States Treasury, will speak 
on those aspects of the national and 
international financial situation which 
concern American banks. The turn 
which events have taken in recent 
weeks gives this address a place of 
great importance. History seems to 
furnish no exact precedent for guid- 
ance in meeting such problems as 
lately affected Austria, Germany and 
England and_ representatives. of 


Richard H. Grant, 
Vice-President of General Motors Corp. 


American banking are working with 
the bankers of Europe to find a solu- 
tion. A fluent and entertaining orator, 
Mr. Mills is a lawyer and finan- 
cier with a long career of public ser- 
vice. He served as captain in the 
A. E. F. in France and was a member 
of Congress from New York state be- 
tween 1921 and 1927. 

Richard H. Grant, vice-presi- 

(Continued on page 161) 
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An off repeated 
subject” 


ce 
Ovnve to a decrease in earn- 


ings, many banks are cancelling, 
or at least materially reducing, their 
surety bonds. This is more or less 
of a ‘penny wise and pound fool- 
ish’ policy. In some cases the man- 
agement has cancelled or permitted 
bonds to expire and adopted reso- 
lutions to the effect that it was 
deemed an unnecessary expense 
and that the directors would assume 
all criticism for any losses caused 


by defalcations or irregularities. 


“Such a resolution would not re- 
imburse depositors in the event 


that some unfortunate loss might 


occur, and directors have no legal 
right to assume such responsibility. 
Depositors are naturally entitled to 
all of the protection that can be afforded 
and there is no question but that the 
bonding of employees may be classed 
under the heading of necessary 


protection. 


“This Department has no hesitancy 
in urging this matter and without 
any thought of creating business 
for companies that may be engaged 
in supplying bonds, but entirely 
from the common sense idea of 


protection.” 


The above comments are quoted from the July 1, 1931, number of a monthly bulletin issued 
by Oscar Nelson, Auditor of Public Accounts of the State of Illinois. The italics are ours. 


FIDELITY & DEPOSIT 
COMPANY OF MARYLAND 


Fidelity and Surety Bonds, 


Home Office: Baltimore 
Representatives Everywhere iD. Burglary and Plate Glass Insurance 


When writing to advertisers please mention the American Bankers Association Journal 
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A statewide correspondent 
service unexcelled for intimate 
knowledge of local conditions 
throughout California. « * 415 
banking offices in 243 Cali- 
fornia communities. ¢ ¢ Main 
offices in the two Federal 


Reserve cities in California: 


San Francisco and Los Angeles 


Bank of America 


National Trust & Savings Association 
CALIFORNIA 


Bank of America National Trust & Savings Association, 4 National Bank, and 
Bank of America, 2 California State Bank, are identical 
in ownership and management 


When writing to advertisers please mention the American Bankers Association Journal 
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A.B.A. Convention Will Discuss Service and Profits 


dent of the General Motors Cor- 
poration, Detroit, will address the first 
general session on the important ques- 
tion of “Business Management in Re- 
tail Activities.” Mr. Grant is one of 
the country’s leading industrial execu- 
tives. He will bring to the conven- 
tion a point of view that is thorough- 
ly grounded in experience. 

The first session will include also 
reports on the official acts and pro- 
ceedings of the Executive Council. 
Other events and the time they are 
scheduled include the appointment of 
the resolutions committee at the first 
session, the report of the nominating 
committee and election of officers at 
the second session, the report of the 
resolutions committee at the second 
session and the ‘installation of officers 
at the third session. 

The Savings Bank Division meets 
Monday morning in the Municipal Au- 
ditorium ball room. A. C. Robinson, 
president of the Division and presi- 
dent of the Peoples-Pittsburgh Trust 
Company, Pittsburgh, Pa., will speak 
on “The Morality of Thrift.” Mr. 
Robinson has obtained facts of inter- 
est to every savings banker and will 
incorporate them in a discussion of 
the habit of saving. Henry Bruere, 
president of the Bowery Savings Bank 
will speak on “Savings Banking Gets 
Bigger Job,” and there will be a third 
address the subject of which has not 
yet been determined. The program 
of speeches will be followed by an 
open forum during which all bankers 
present at the meeting will have an 
opportunity to ask questions. 

The National Bank Division will 
meet Tuesday afternoon in the ball 
room. According to present plans there 
will be four addresses including that 
of Edmund S. Wolfe, president of the 
Division, and president of the First 
National Bank & Trust Co., Bridge- 
port, Conn. Eugene Stevens, chair- 
man of the board of directors of the 
Federal Reserve Bank of Chicago, will 
discuss certain phases of the banking 
situation which are of special impor- 
tance in gauging the future. Guy P. 
Miller of the firm of Searle Miller & 
Co., New York City, will speak on a 
subject yet to be selected. Frank P. 
Bennett, Jr., editor of the United 
States Investor, Boston, will speak on 
“What Steps Will Assure the Future 
of National Banks.” 


Greater Revenues 


HE program of the State Bank 
Division which meets Monday 
afternoon will include four addresses 
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on subjects closely related to income. 
The first of these will be the address 
of the president of the Division, M. 
Plin Beebe, president of the Bank of 
Ipswich, Ipswich, S. D., on the work of 
the State Bank Division and reasons 
for maintaining the dual banking sys- 
tem. Fred W. Ellsworth,vice-president 
of the Hibernia Bank and Trust Com- 
pany, New Orleans, will talk on “Bank 
Management—Yesterday, Today and 
Tomorrow.” Fred B. Brady, vice- 


Harry L. Russell, 


Chairman, Advisory Council, Agricul- 
tural Commission, American Bankers 
Association 


president of the Commerce Trust 
Company, Kansas City, Missouri, will 
bring the topic of service charges up 
to date. The title of his address will 
be “Measured Service Charges—In- 
stallation, Operation and Results.” 
Personnel and the importance of hav- 
ing the right man in the right job, 
will be discussed by Allard Smith, 
executive vice-president of the Union 
Trust Company, Cleveland, under the 
subject, “Man Power in Banking In- 
stitutions.” A period for general dis- 
cussion will follow the addresses. 
The Trust Company Division, on 
Wednesday afternoon, will hear three 
addresses on the work of trust men 
or problems closely related thereto. 
Gilbert T. Stephenson, president of 
the Division and vice-president of the 
Equitable Trust Company, Wilming- 
ton, Delaware, will tell the story of 
trust company growth during the past 
year and point to problems requiring 


special attention during the coming 
year. Mr. Stephenson’s address prom- 
ises to be an instructive document. 
Frederick H. Ecker, president of the 
Metropolitan Life Insurance Com- 
pany, New York City, will speak on 
the investment problems of a life in- 
surance company, a subject on which 
Mr. Ecker is an authority of first 
rank. J. Stewart Baker, president of 
the Bank of Manhattan Trust Com- 
pany, New York City, will discuss the 
problem of “The Trust Company and 
the Public.” Following the addresses 
there will be an open forum for the 
discussion of current fiduciary topics 
and problems. suggested by the 
speakers. 

The State Secretaries Section will 
hold its meeting in the Submarine 
Grill of the Hotel Traymore, on Tues- 
day at 12.30 p. m. 

The annual dinner of the Alumni 
Association of the American Institute 
of Banking will be held in the Hotel 
Traymore, Tuesday night. Ben Aley, 
vice-president of the United States 
Bank, Denver, Colo., will preside. The 
committee in charge of this event is 
planning to make it one of the high 
points of the convention. 


Management Round Table 


HE Bank Management Commis- 

sion will sponsor a Round Table 
Conference of clearinghouse officers, 
officers of clearinghouse banks and 
others interested in clearinghouse 
problems on Wednesday, Oct. 7, at 2 
p. m. in the library of the Hotel Tray- 
more. The conference will be similar 
to one held last year in Cleveland 
when more than 200 bankers at- 
tended. There are eight main sub- 
jects on the program. The discus- 
sions of each will be led by a banker 
particularly qualified to do so. The 
chief purpose of the conference, how- 
ever, will be to permit a free exchange 
of opinions and experiences on the 
leading problems facing bankers to- 
day—a clearinghouse for revenue- 
increasing ideas. First on the list of 
subjects is interest rates, why they 
should be lowered and what effect a 
cut in rates has on depositors. An- 
other important general topic is that 
of simplifying bank statements for 
the better information of the public. 
Other subjects are cooperative bank 
advertising, the installation and op- 
eration of measured service charges, 
bank debits, credit bureaus, regional 
clearinghouse associations and the cal- 
culation of reserves. 

(Continued on page 182) 
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What To Do When Drainage 
Bonds Default 


By CLYDE D. HARRIS 


President, First National Bank, Cape Girardeau, Mo. 


Banks and Their Customers in Thirty-Five States Have Invested 
Almost $700,000,000 in Drainage and Levee Projects. Im- 


provements Affect 84,815,500 Acres. 


Where Defaults Have 


Occurred Bondholders Have Several Ways to Reduce Losses. 


ECAUSE of the wide distribu- 

tion of drainage and _ levee 

bonds either among banks or 

their customers, and the diffi- 
culty that many districts are now ex- 
periencing, some plan for meeting the 
situation would save banks money. 
The last census shows that there has 
been invested $682,562,441 in drain- 
age and levees in improving 84,815,- 
500 acres. throughout thirty-five 
states. This amount represents the 
amount of bonds that have been is- 
sued to make possible this improve- 
ment. Probably 75 per cent of this 
amount is outstanding. 

Contrary to common belief, a sur- 
prisingly large percentage of districts 
have continued to meet their obliga- 
tions under the most unfavorable con- 
ditions. Until 1925 a comparatively 
small proportion of districts had 
failed to meet all payments due. 


Causes of Defaults 


HE main reason for so many de- 

faults by districts: in the Missis- 
sippi valley states since 1925 is to be 
found in the continuous period of very 
unusual seasons that have occurred. 
The extremely wet fall of 1926 caused 
a large part of the crops to rot in the 
fields. This was followed by rain 
throughout the winter, which so satu- 
rated the ground and filled all the 
streams that it laid the foundation 
for the flood of 1927, one of the great- 
est in history. This flood came so 
late in the season that it was useless 
to replant the crops that had been 
destroyed. The flood of 1927 was fol- 
lowed by two very wet and backward 
seasons throughout the Mississippi 
valley. In 1928 in the month of June 
alone there were twenty-two inches of 
rainfall, nearly one-half the annual 
average rainfall. This deluge of rain 
ruined most growing crops and it was 
too late to replant. Only small crops 
were made in 1928 and 1929. In 
1930 occurred the worst drought in 
thirty years, which is recent enough 


to recall vividly its effects. It fell 
heaviest upon the very section which 
had felt the effects of the three wet 
years, the section in which most of 
the levee and drainage districts are 
located. This meant four abnormal 
seasons in succession. Added to the 
already unfavorable agricultural situ- 
ation it was impossible for many 
farmers to pay either their drainage 
improvement taxes or state and county 
taxes. It was inevitable that many 
districts should default. 


Delay Is Costly 


FTER a project defaults the situa- 

tion becomes worse and worse. If 
reorganization is inevitable the sooner 
it is effected the better it is for land- 
owners and bondholders alike. The 
longer settlement is postponed the 
harder the task effecting it and the 
greater the loss to all parties con- 
cerned. Financial settlements seldom 
originate with the landowners them- 
selves, but usually require constant 
pushing by the bondholders. 

The investor feels utterly helpless 
when he finds that a district whose 
bonds he holds has defaulted in 
either principal or interest. There 
seems so little that he can do about it. 
If he were the only creditor he would 
know better how to proceed, but he 
is only one of many creditors. Most 
generally a bondholders’ protective 
committee is formed by the invest- 
ment bankers who originated the bond 
issue. The bondholder should co- 
operate with this committee by plac- 
ing his bonds in their hands. There 
are instances, however, where the 
originating bankers are no longer in 
jusiness or where investment bank- 
ers fail to show any interest in an 
issue after they have sold it. Or in 
some instances a few banks have gone 
together and financed a small issue. 
In either of these events it is neces- 
sary for the bondholders to take the 
initiative. Even when investment 
bankers take the initiative, bondhold- 
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ers should show a lively interest in all 
efforts to work out the situation. Pro- 
tective committees are more likely to 
speed up their efforts and to take 
their task seriously if bondholders 
give them full support and let them 
know that they are keeping up with 
their efforts. The investment banker 
in most cases has long ago disposed 
of his holdings in the issue and is 
interested only because of his moral 
responsibility. It is the bondholders 
whose funds are invested, and if they 
merely write off their loss and show 
no further interest in the outcome, as 
so often happens, how can the pro- 
tective committee be expected to 
exert itself to the utmost? Far bet- 
ter results would follow in working 
out defaulted bond situations if only 
bondholders would manifest the same 
interest and make use of the same 
determination and_ resourcefulness 
that they employ in working out situ- 
ations in which they are the only 
creditors. 


Find Causes of Default 


N working out the affairs of a dis- 

trict that has defaulted, it is neces- 
sary first to find out the causes of 
default. Is the drainage system ade- 
quate? Are annual installments too 
heavy? Is the large delinquency in - 
taxes traceable to too large a propor- 
tion of unproductive lands? To be 
successful a financial reorganization 
must go to the root of the evil and 
correct the basic causes of default. 

We may divide defaulting districts 
into two classes. In the first class we 
may place those districts whose dif- 
ficulties are largely of a temporary 
nature; those districts whose difficul- 
ties are traceable to the period of con- 
tinued adverse seasons referred to 
above in this article. In this classi- 
fication will fall those districts with 
a large proportion of their acreage in 
cultivation. For the most part this 
class will comprise those districts in 

(Continued on page 180) 
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DESTROYED... REPLACED 
—IN FIVE DAYS 


A case from the Hartford Records: 


“We've been shipping securities by air mail since it was 
established. Had good luck, too, until a few weeks ago 
when a plane carrying 89 lots of different securities from 
our Pacific Coast office crashed east of Cleveland. The 
contents of the packages were either destroyed or so 
damaged as to be useless. We were getting ready to make 
a claim at Washington, when the manager of our Western 
office wired to get in touch with Hartford: that the whole 
lot had been insured. We did. In five days Hartford had 
duplicates of all the stocks and bonds . . . bought in the 
open market . . . on our desk”. 

Under a Hartford Registered Mail Policy you can 
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ship your valuable parcels by air . . . rail or water .. . 
with complete safety and assurance. The Hartford Policy 
is an all-risk contract. It covers loss or damage to ship- 
ments from any cause except specific theft by employees 
of the assured or by any persons to whom the shipment 
is sent. The conditions are simple . . . the coverage is 
automatic. From the time the package is delivered to the 
post-office until it is received and receipted for, it is in- 
sured. Charges are moderate and are payable monthly. 
Shipments to all parts of the world may be covered. 

y Ask your Hartford agent* for a sample policy and 

, a schedule of rates. 


TheTwo Hartfords offer Bankers: Bankers’ Blanket Bonds - Fidelity Bonds - For- 
gery Insurance ~- Registered Mail Insurance - Fire Insurance + Aircraft Insurance 
Burglary Insurance - Interior Hold-Up Policies . Messenger Hold-Up Policies - Dam- 
ages Policies + Burglary and Robbery ~. Plate Glass Policies * General 
Liability Policies. All other regularly recognized forms of protection are available. 


*1f you do not know the name of the Hartford agent look under “ Hartford” in your telephone 
book. If he isn’t listed write the Hartford Fire Insurance Company, Hartford, Connecticut. 


#\tHe HARTFORD FIRE INSURANCE COMPANY ano tue 
HARTFORD ACCIDENT ano INDEMNITY COMPANY uartrorp, CONN. 


When writing to advertisers please mention the American Bankers Association Journal 
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Inside the windows of the Buffalo Savings Bank showing National 


Posting Machines in use and below, the beautiful Rotunda. 


The Buffalo 
Savings Bank 


September, 1931 


tells its customers why National Posting 
Machines are used 


Quick to sense the customer appeal of 
machine posting the Buffalo Savings Bank 
makes these interesting statements to its 
customers about National Posting Machines. 


“With a great many more records today 
than any time in the bank’s history skillfully 
designed equipment keeps everything in 
perfect order. To record a deposit, ledger 
card and passbook are inserted in machine, 
keys are pressed, a lever touched and the 
record is made simultaneously and exactly 
the same in passbook, on ledger card and 
on an audit sheet. 


“Gone forever is the possibility of neglected 
entry of a difference of even one cent 
between ledger and passbook. Gone too are 
blots and indistinct handwritten entries. 


“Gone is the nerve strain of tracking down 
trifling errors. The triple check of pass- 
book, ledger and audit sheet immediately 
discloses the slightest inaccuracy and forces 
its prompt correction.” 


And in a further statement to us the Presi- 
dent says, ‘‘We have used National Posting 
Machines for eleven months. They have 
been subjected to severe tests, particularly 
during interest periods which were the 
busiest of any in all our eighty-five years 
experience. The machines have responded 
in a very satisfactory way, enabling us to 
give our customers quicker and more 
accurate service. The results obtained 
from these machines are not approached 


by any other method of handling accounts.” 


THE NATIONAL CASH REGISTER COMPANY 


Posting and Accounting Machines for Banks 
DAYTON, OHIO 


When writing to advertisers please mention the American Bankers Association Journal 
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The Condition of Business 


Some Seasonal Expansion in Trade and Industry. Domestic News 
More Favorable Than That from Abroad. Public Reaction 
Against Artificial Schemes to Control Business and Force Pros- 
perity Becomes More Pronounced. Retail Trade Holds Volume. 


HERE has been some expan- 
sion in domestic trade and man- 
ufacturing activity during the 
past month but probably of no 
more than seasonal scope. Improve- 
ment in the German situation has been 
offset by the crisis in England, and 
practically every country is now suf- 
fering from the slump in foreign 
trade, industrial depression, unem- 
ployment and unbalanced budgets. 

It is encouraging to find so many 
business leaders at last admitting the 
reality of the depression and the fact 
that prosperity is something that can- 
not be manufactured but is an out- 
growth of natural expansion of busi- 
ness freed from artificial restrictions. 


Attitude of Public 


ITH the growing appreciation of 
the futility of all such schemes, 
the popular reaction is to demand their 
abandonment. The theories under at- 
tack, all artificial in their nature, 
range all the way from the advice to 
spend instead of save and the doctrine 
that nominally high wages in idle 
plants can create purchasing power, 
to the Farm Board’s attempt to stabil- 
ize wheat and cotton prices, with a 
loss to date of $205,000,000 or 64 per 
cent of the Treasury funds applied to 
this use, and its recent proposal that 
one-third of the crop be plowed under. 
Conditions in the industries fur- 
nish a basis for confidence that, 
if only the artificial restraints that 
are cluttering the path of progress 
and causing staggering losses and 
untold uncertainty to business were 
removed, and if executives would 
think and talk more of Iowa and Cali- 
fornia and New York, and less of 
German reparations and sterling ex- 
change, the rank and file of American 
corporations could follow the way that 
has already been shown by many of 
the more aggressive organizations to- 
ward increased turnover and earn- 
ings through drastic lowering of 
prices and costs, better advertising 
and more of it, introduction of im- 
proved methods and development of 
new products. 

During the past ten years there 
has been a steady decrease in the 
number of banks in this country. 
which reached its high point of 30,812 


Condition of All Reporting Banks in the 
United States 


on June 30, 1921, and was down to 
24,079 on June 30, 1930, and to the 
neighborhood of 22,500 on June 30, 
1931. Mergers, voluntary liquidation 
and suspensions have each contributed 
to the reduction. 

At the same time, as may be seen 
from the accompanying chart, there 
has been a steady upward trend in the 
aggregate deposits, total resources 
and capital funds. 

Ten years ago the “average” (not 
necessarily the same as “typical’’) 
American bank had a capital and sur- 
plus of approximately $176,000, de- 
posits of $1,130,000 and total resources 
of $1,610,000, while today the respec- 
tive figures would be approximately 
$430,000, $2,570,000 and $3,180,000. 
These totals include national and state 
banks, trust companies, mutual and 
stock savings banks and private banks. 

Liquidation of bank credit has not 
yet come to an end. Demand for ordi- 
nary commercial borrowing is at a 
minimum. The process of paying 
down secured loans has been speeded 
this year by the subnormal volume of 
new security offerings. 


Acceptance Volume Down 


REFLECTION of disturbance in 
international trade and finance 
appears in a decline of $140,000,000 in 
the volume of bankers’ acceptances 
outstanding during July. As reported 
by the American Acceptance Council 
the total at the end of the month was 
$1,228,000,000, or $121,000,000 less 
than a year ago. Half of the decline, 
or $70,000,000, was in the classification 
of goods stored in or shipped between 
foreign countries, and the total under 
this heading dropped below 1930 for 
the first time. 
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Business recovery might proceed 
for some distance before there would 
be any material increase in the de- 
mand for bank funds. Low inventories 
and receivables are shown almost uni- 
versally on current balance sheets, to- 
gether with abnormally large amounts 
in the form of cash and marketable 
securities. This condition is appar- 
ently overlooked by bond investors 
who have been throwing overboard 
seasoned issues of corporations that 
with their own resources and regard- 
less of earnings could maintain inter- 
est payments for years to come. 
Doubtless this attitude is responsible 
in a considerable degree for the recent 
weakness in quotations of railroad 
and industrial bonds, although of 
course for every seller there is a buy- 
er, and in many cases the buyer is the 
issuing corporation which is thereby 
enabled to retire its outstanding obli- 
gations at a handsome profit. 


Steel Demand Better 


PERATIONS of the basic steel 

industry held fairly steady dur- 
ing the past month at a low level, and 
some expansion in schedules is now 
taking place. The main thing to con- 
sider in connection with the steel in- 
dustry, as with a great many other 
industries, is that stocks in consum- 
ers’ hands are very low, and any in- 
crease in ultimate distribution is 
quickly felt all the way back to the 
mills. Structural steel shipments con- 
tinue to hold up as the best of all con- 
suming channels. Automobile speci- 
fications are being released in larger 
volume. Rail buying has been much 
below normal and the under-mainte- 
nance of right-of-ways and rolling 
stock will have to be made up when 
traffic increases. Demand for oil drill- 
ing supplies is small, due to overpro- 
duction of petroleum, but this is in 
part offset by buying for pipe line 
construction. Tin plate for cans 
should be in heavy demand as a re- 
sult of the large crops and low prices 
of fruits and vegetables. 

Automobile output has been held 
down to correspond with sales during 
the summer and there is accumulating 
a replacement demand that will be 
truly enormous, regardless of whether 
the so-called “average” life of a car is 
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considered to be five, seven or even 
ten years. Probably the automobile 
would be the last piece of property 
that the American family would give 
up, and with production having been 
running well under the normal re- 
quirements of replacement and sales 
to original purchasers, it is only a 
matter of time until literally millions 
of cars will have to be scrapped. Fol- 
lowing the introduction of “floating 
power” by Chrysler, announcement 
has been made of a new starter that 
is completely automatic and will en- 
gage to start the engine whenever it 
should ‘‘stall’ in traffic, going over 
railway crossings, or in other circum- 
stances, so long as the ignition key is 
turned on. There is now talk about 
an air-conditioned car, that will be 
kept cool in the summer as well as 
warm in the winter. There are 88,000 
refrigerated motor trucks now in ser- 
vice of ice-cream and dairy companies, 
93,000 used by the meat packers and 
50,000 in the wholesale and retail 
produce trade. No good reason has 
been advanced for not refrigerating 
passenger cars. 


Real Estate Outlook 


UILDING construction continues 
Bi delay its expected improve- 
ment, and the promise that was held 
forth at the time of the stock-market 
crash nearly two years ago to the 
effect that the break in credit strin- 
gency would bring a resumption of 
building seems as distant from ful- 
fillment now as it was then. Much 
discussion in real estate circles is cen- 
tered around two adverse factors, the 
first of which is the timidity of the 
investing public to buy real estate 
bonds because of unfavorable develop- 
ments with reference to a number of 
issues. 

Excessive taxes are the second fac- 
tor which is coming to be regarded 
with more concern than ever before 
by real estate men, property owners 
and the building construction trades. 
A number of large cities have been 
increasing their indebtedness and 
their tax rates and assessed valuations 
at a swift pace during the past ten 
years, and are constantly up to their 
maximum legal debt limits. Some 
items in the cost of local government 
have necessarily increased, but there 
are probably good grounds for sus- 
pecting that in many localities the in- 
crease has been caused by nothing 
more than waste, incompetence, ex- 
travagance and desire to increase the 
number of political jobs. Of course 
the popular program is for ever-in- 
creasing expenditures in the construc- 
tion of public works and improve- 
ments, and anyone who raises a voice 
of protest is likely to be accused of 
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being “stingy” or ‘“unprogressive.” 
Nevertheless, public officials are natu- 
rally inclined to be freer in voting ap- 
propriations than are the host of tax- 
payers, almost unknown as _ individ- 
uals, upon whom the debt is placed. 
This does not imply that the out- 
standing bonds of any of our large 
cities of good credit standing are in 
any way unsafe, but it is necessary 
to bear in mind that there is some- 
where a limit to borrowing power. 
When a situation is kept permanently 
near its breaking point, it can change 
from a state of apparent soundness to 
one of bankruptcy in a surprisingly 
short time, should there be a tempo- 
rary shrinkage of revenues or hitch 
in the collection of taxes or the floating 
of new loans. Most states specify that 
their savings banks and trustees may 
invest in bonds only of municipalities 
that have not defaulted for a period 
of years, sometimes as long as twenty- 
five years. As a result, even a finan- 
cial crisis that was remedied in a short 
time might make the bonds of a city 
ineligible for years and thereby close 
large markets against these bonds and 
cause higher interest charges. Local 


bankers in many cties and towns have 
done commendable work in keeping 
their eyes on the purse-strings of pub- 
lic expenditure, as they are well fitted 
by experience and position to do. 


Tires and Gasoline 


HAT was said about the poten- 

tial replacement demand for au- 
tomobiles applies equally well to tires. 
The tire industry has practically re- 
sumed its normal output in order to 
meet the replacement demand. The 
average age of all tires in use today 
is probably greater than ever before, 
to judge from the number of road- 
side repairs that can be seen, as well 
as surveys by some of the tire manu- 
facturers. With rubber down to five 
cents per pound and the price struc- 
ture stabilized, the manufacturing end 
of the industry is in a better position 
for profitable operations than it has 
been in more than two years. 

Gasoline consumption continues to 
run very heavy. The overproduction 
resulting from the opening up of vast 
new fields in east Texas brought low 
prices and further stimulated con- 
sumption. Texas and Oklahoma have 
now established restrictions upon pro- 
duction, which may be followed by 
other states. 

As a result prices of crude and re- 
fined products have recovered moder- 
ately. Cheap prices of gasoline are a 
boon to automobiles and tires, also to 
the installation of oil heating appara- 
tus in residences and commercial 
buildings. Gasoline consumption has 
increased on an average of 12 per cent 
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annually, and while an increment of 
12 per cent on the consumption of 
twenty or thirty years ago would not 
be large, the compounding of this rate 
year after year brings the day nearer 
when the country may be concerned 
over the shortage of oil instead of 
the surplus. Just when the balance 
between supply and demand will occur 
no one can say with certainty, but an 
optimistic outlook for the long-term 
future of the oil industry is undeni- 
ably warranted. 


Retail Trade Maintained 


EPORTS heard from time to time 

during the past year that retail 
trade had not slumped nearly so badly 
as had production are being confirmed 
by the reports of representative mer- 
chandising corporations that have is- 
sued their statements for the first 
half year. The two big mail order 
houses both showed a marked im- 
provement in earning power, despite 
a decrease in volume of sales. Sears, 
Roebuck & Co. net profits were ap- 
proximately $6,008,000 this year as 
against $5,618,000 in the first half of 
1930, while Montgomery, Ward & Co. 
reduced their net deficit for the period 
from $2,503,000 to $1,376,000. Some 
of the other large organizations which 
made good showings included the 
Kroger Grocery & Baking Co. which 
increased its net profits from $265,000 
in the first half of 1930 to $2,316,000 
in the first half of 1931; Schiff Com- 
pany which increased from $151,000 to 
$223,000; Peoples Drug Stores which 
increased from $231,000 to $247,000; 
J. C. Penney Co. which increased from 
$3,407,000 to $4,212,000; Safeway 
Stores which increased from $1,711,- 
000 to $2,001,000; Grand Union Co. 
which increased from $509,000 to 
$525,000; First National Stores which 
increased from $1,438,000 to $2,386,- 
000; and Loft, Inc., which changed 
from a deficit of $261,000 to a profit 
(before certain charges) of $219,000. 
Combined earnings of a group of 
thirty-one merchandising companies 
increased from $19,291,000 in the first 
half of 1930 to $22,917,000 in the first 
half of 1931, or by 18.8 per cent. 

As proof that goods can be moved 
in large volume if the price is attrac- 
tive, the Great Atlantic and Pacific 
Tea Co. reported that in the five weeks 
ended August 1 sales amounted to 
$95,528,000, a decrease of 1.2 per cent 
in dollar value compared with the cor- 
responding period a year ago, but ton- 
nage of goods sold during the period 
amounted to 513,095 and showed a 
11.1 per cent increase compared with 
last year. 

In the banking situation, money 
rates continue easy in the impor- 


(Continued on page 168) 
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HUNDRED MILLION DOLLARS 


already lost this year. Will you be next to pay? 


OND DEFAULTS took terrific toll from 

banks and investors the first six months of 
1931. In the panel at the right, you'll find a 
summary of an extended study we have just 
completed on this subject. 


Obviously, the forces producing all this trouble 
are still active. There is no reason for suspecting 
they ended July Ist, 1931. Every newspaper you 
pick up brings contrary evidence: —Political... 
economic... social unrest here and abroad. De- 
creased earnings. ..increased competition...new 
and unforeseen factors affecting this or that 
situation. 


The tragic part of these losses is that most of 
them could have been prevented. Not through 
the efforts of any one man or small group of men, 
however —that would be expecting too much. 


But it is part of our job—a very big part—to 
keep in touch with all developments affecting 
the market as a whole and individual securities. 
Then, to warn our clients of impending danger 
in time for action. 


Perhaps bond defaults have meant little or noth- 
ing to you during the first half of 1931. If so, 
you’re to be congratulated. Yet, it is not neces- 
sary for your home to burn to prove the value 
of Fire Insurance! 


So, we invite you as a far-sighted executive to 
learn how we can aid you in protecting your 
portfolio against disastrous loss. The handy cou- 
pon is for your convenience. 


STANDARD 


STATISTICS CO.. Ine. 


The Largest Statistical and Advisory 
Organization in the World 


345 HUDSON ST. NEW YORK 


BOND DEFAULTS 
January Ist to July Ist, 1931 


REAL ESTATE 
103 Bonds. . . . $144,094,700 Aggregate 
INDUSTRIAL 
$281,574,097 Aggregate 
PUBLIC UTILITY 
35 Bonds ... - $61,452,200 Aggregate 
RAILROAD 
16 Bonds .. . . . $73,408,000 Aggregate 
FOREIGN 
7 Bonds... . . $134,875,500 Aggregate 


TOTAL FOR THE HALF YEAR 
255 Bonds . $665,404,497 Aggregate 


94 Bonds 


As Compared to Other Years 


@ More than 65% larger defaults during the first 
six months of 1931 than in all of 1930. Yet, de- 
faults in 1930 were higher than in any one of the 
six preceding years. 

4 Defaults in Foreign Bonds nearly four times as 
great as in all the seven preceding years combined. 


4. Real Estate defaults during the first six months 
of 1931 greater than corresponding defaults in all 
of 1930—almost as great as the defaults in the six 


, years preceding 1930 combined. 


4» Defaults in Industrial Bonds during this pe- 
riod greater than defaults in any two of the seven 
preceding years. 


4 Even Public Utility Bonds show for the first 
six months of 1931 defaults in excess of the annual 
total for any one of the preceding seven years, 
except 1930. 


CHECK, TEAR OUT THE COUPON AND MAIL TODAY 


STANDARD STATISTICS CO. 
345 HUDSON STREET, NEW YORK, N. Y. 


Show me how I can protect my holdings against 
the sort of bond defaults covered in your recent 
survey. We have approximately $ 

in “other bonds and securities.” 


Concern 


When writing to advertisers please mention the American Bankers Association Journal 
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Here’s Powerful 


Reader-Influence! 


48% 


of the Nation-Wide Circulation of the 


Serliner 
aageblatt 


und Handels-Zeitung 
Consists of 


GERMANY’S 


Leading Executives in 


FINANCE, INDUSTRY 
and COMMERCE 


An audience acutely responsive to the messages 
and periodic bank statements of the most respon- 
sible financial institutions in the United States 


e 
CIRCULATION 


Space reservations, rates and full information may | 


be secured without obligation from 


RICHARD T. MARQUART 


General Advertising Representative of the 
Berliner Tageblatt in the 
United States and Canada 
415 Lexington Ave., New York City 
Telephone: VAnderbilt 3-7185 
Editorial Correspondent 
of the Berliner Tageblatt 


PAUL SCHEFFER 
National Press Building Washington, D. C. 


The 
NATIONAL GROUP 


e 
NATIONAL 
ELECTRIC POWER COMPANY 
NATIONAL 
PUBLIC SERVICE CORPORATION 
e 


A part of the 
MIDDLE WEST UTILITIES SYSTEM 


| and the number of depositors 
| creased by nearly one million. 
| largest gain was in New York state, 


| arouse wide 


| put upon him by his master. 


September, 1931 


— 


The Condition of Business 
(Continued from page 166) 


tant centers, reflecting the slack de- 
mand for commercial borrowing and 
the liquidation of secured loans al- 
ready noted. 

A number of new bank suspensions 
occurred during the past month, and 


| one result has been to keep the volume 
| of currency in circulation abnormally 


high. Many of the closings will not 
result in any loss to depositors and 


| were brought about for the purpose of 
| conserving assets in cases where losses 
| on loans and investments had impaired 
| the bank’s capital. 


Gold imports continue to be re- 


| ceived, adding further to the strength 

| of the American banking system and 

| enabling member banks to reduce their 
indebtedness to the reserve banks. 


Thrift Statistics 


ITH the public in such a timid 
frame of mind as to avoid the 
purchase of stocks, and to regard sea- 


| soned bonds with suspicion, a huge 
| flow of individual funds into the sav- 


ings banks has been inevitable. Dur- 
ing the past year, deposits of the mu- 


| tual savings banks in this country in- 


creased by $831,000,000 or 9 per cent, 
in- 
The 


whose savings banks hold more than 
half of the mutual savings deposits in 
the country as a whole. The amounts 
due depositors on July 1, 1931, and 
the change during the year are as 
follows: 


Mutual Savings Bank Deposits 


(In thousands of dollars) 
July 1, Change 
1931 1930-31 


+ $9,164 


State 


California .... 
Connecticut ... 
Delaware . 


$86,747 


Massachusetts. 
Minnesota ... 
N. Hampshire. 
New Jersey... 


Pennsylvania. . 
Rhode Island.. 
Vermont . 
Washington .. 
Wisconsin 


180,476 
91,365 
57,521 

7,768 


Total U.S... $9,976,968 +$831,076 


These figures do not include stock 
savings banks, whose deposits are 
only about one-tenth as much as those 
of the mutuals, nor the savings, thrift 
or compound interest accounts in na- 
tional or state banks and trust com- 
panies. 


The Story Told by a Picture 


HE full-page drawings by Walter 


de Maris which appear each 
month in the JOURNAL continue to 
interest. One letter, 
written by H. B. Mauk, cashier of the 
Melbourne State Bank, Melbourne, 


| Fla., expressed appreciation of Mr. 
| de Maris’ analytical keenness and ac- 
| curacy as displayed in the sketch on 


the moratorium in the August issue. 

“The clever artist who made this 
sketch,” says the letter in part, “un- 
doubtedly drew the well-proportioned 
and highly spirited horse as represen- 


| tative of the American people, the 


rider none other than those who hap- 
pen to be in authority. This faithful 
horse has never balked or shied; nor 
has he ever failed to carry the load 
But 
what horse, no matter how dependable 
or how loyal or devoted to his master, 
will go to the edge of a great preci- 
pice without considerable urging and 
spurring? Is it not a fact that horses 
become more or less unruly when 
forced into extremely dangerous 
places? And what usually happens 


when the animal becomes frightened 
and uncontrollable? 

“T read in this sketch, also, the pos- 
sibility of horse and rider being car- 
ried into the abyss when the cliff 
crumbles. The weight of the rescued 
man together with the added pressure 
of the heavy horse, and horseman 
could possibly cause the edge of the 
rock to break off. ; 

“The rope may not break, the rock 
may not crumble, the horse may hold 
steady and the rescue may be com- 
plete, but was there not too great a 
chance taken of aggravating the 
strong, somewhat high-strung animal 
to the point where he might become 
so panicky and uncontrollable that all 
three would be plunged headlong to 
the jagged rocks below? Then it 
would be too late to be of much use 
to the world, financially or otherwise.” 

The writer concludes with the fore- 
cast that the American people will 
demand on the part of their leaders 
“caution along with bravery, discre- 
tion instead of imprudence and secur- 
ity in place of reckless exposure.” 
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685,283 +. 30,860 
a 27,104 + 1,670 
Indiana ...... 24,232 — 84 
Maine ....... 117,364 + (5,040 
Maryland .... 214,027 + 14,966 
2,166,270 + 71,286 
>, 66,823 — 65,003 
174,210 + 3,042 
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New York.... 5,160,429 +596,215 
| Ohio ......... 119,114 + 10,774 
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More YORK Equipment 
for 
FEDERAL RESERVE BANK 


at Pittsburgh 
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HE present vault equipment of the Pittsburgh Branch 

of the Federal Reserve Bank of Cleveland was built and 
installed by YORK. Now, two great new vault doors—a 30 in. 
rectangular main door and a 30 in. circular emergency door 
—are in course of construction at the YORK factory for 
their new building. 


Vax 


This new contract is significant evidence that York equip- 
ment has fulfilled every requirement and is another tribute 
to YORK preeminence. 


York vault installations in Federal Reserve Banks include 
the following: 


NEW YORK CHICAGO CLEVELAND 
PHILADELPHIA BOSTON MINNEAPOLIS 


and branches at 
CINCINNATI LITTLE ROCK PITTSBURGH 
JACKSONVILLE LOUISVILLE LOS ANGELES 


: 


RA 


Forty years of designing, building and installing vaults in all parts of 
the world have brought the YORK organization a priceless experience 
which is yours for the asking. The smallest bank gets exactly the same 
grade of workmanship as the largest. For YORK builds only one grade 
of vault—the finest of which human skill and ingenuity are capable. 


YORK SAFE AND LOCK CO. 


York, Pennsylvania 


Manufacturers and Builders of the World’s Greatest Vaults 


NEW YORK ST. LOUIS CLEVELAND HONOLULU 
BALTIMORE SAN FRANCISCO WASHINGTON PARIS 
BOSTON NEW HAVEN LOS ANGELES HAVANA 
PHILADELPHIA HOUSTON PITTSBURGH TOKYO 
SEATTLE CHICAGO MONTREAL SHANGHAI 
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\ S the New York City members of the Marine Midland 
Group of banks, The Marine Midland Trust Com- 
pany has developed for the benefit of the out of town 


members of the Group complete and highly organized 
correspondent services. 


These services are equally available to our correspon- 
dents throughout the couniry. Your inquiry regarding 
fiduciary representation in this city is invited. 


The Marine Midland Trust Co. 


of New York 


MAIN OFFICES: 120 BROADWAY 


MEMBERS OF THE MARINE MIDLAND GROUP OF BANKS 


New York City, Marine Midland Trust Company .. BurraLo, Marine Trust 
Company . . Troy, The Manufacturers National Bank of Troy . . East 
Aurora, Bank of East Aurora . . BincHamton, Peoples Trust Company . . 
Jamestown, Union Trust Company .. JoHNson Ciry, Workers Trust Com- 
pany . . LACKAWANNA, Lackawanna National Bank . . CortLanp, Cortland 
Trust Company .. Snyper, Bank of Snyder . . Rocuestrer, Union Trust 
Company . . ToNAWANDA, First Trust Company .. NortH ToNawanpna, State 
Trust Company .. Aston, Orleans County Trust Company . . Lockport, 
Niagara County National Bank & Trust Company . . Niacara Fatts, 
Power City Trust Company 
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It Pays to Study the 


Market for Trust Service 
(Continued from page 131) 


bank or trust company would, in so 
far as legally permissible, turn over 
to the new company all the trust busi- 
ness it already had. Each would re- 
ceive its proportionate part of the 
profits in the form of dividends on its 
stock. The new trust company would 
immediately command the respect of 
the whole area. It could afford to 
install the best equipment and employ 
the best talent. It would offer as fine 
a quality of trust service as that of- 
fered by the best trust departments 
any where. 

This suggestion of organizing com- 
panies to engage in trust business 
only is supported by both precedents 
and advocates. In England the most 
active trust corporation is the Mid- 
land Executor and Trustee Company 
which, as a subsidiary of the Midland 
Bank, is engaged exclusively in trust 
business. In this country any num- 
ber of banks have trust company 
affiliates. If one bank may own and 
operate a trust company, there is no 
reason why several banks in a given 
trade-area, acting together may not 
do the same. Col. F. H. Fries, late 
president of the Wachovia Bank and 
Trust Company of North Carolina, 
said only last year: “The last and 
most advanced step among the larger 
institutions is to have the trust busi- 
ness handled in a separate company, 
correlated by a connected stock-hold- 
ing, which holds the various interests 
together but forces the administra- 
tions apart. . . . successful 
trust companies of the future,” he 
continued, “will undoubtedly be those 
in which trust business alone will be 
conducted.” 


If the Field Is Barren 


HAT is to be done if the survey 
shows that there is not and is 
not likely ever to be enough trust 
business in the area to support even 
one trust department? The answer 
is—do not establish one. I repeat, 
a bank or trust company is not justi- 
fied in establishing a trust department 
unless it can be made to pay. The 
comparatively few men with liquid 
estates in such areas who need trust 
services may have to appoint indi- 
vidual executors and go outside their 
area to absentee trust departments to 
administer their trusts. It would be 
better to put a few such men to in- 
convenience as regards their estates 
and trusts than to put a host of stock- 
holders to loss maintaining a trust 
department that will not pay. 
What I am suggesting is that the 
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bankers of our country take a broad- 
minded, statesmanly, forward-looking 
view of the trust business. There is 
no branch of finance in which such a 
view will be more resultful. We are 
still in the early stages of trust busi- 
ness. We may do prospecting and 
pioneering in the trust field now that 
a generation hence, after trust depart- 
ments have been permanently though, 
perhaps, unwisely established, will be 
practically impossible. If we approach 
trust business now in a broad-minded, 
statesmanly way, with due regard 
both to the public and to our stock- 
holders, we shall be able in good time 
to make trust service amply statewide 
in its reach and reasonably profitable 
in its return. 


Where Small Merchants | 


Borrow 
(Continued from page 133) 


they are not the only ones. Strange 
to say, the pawnbroker plays con- 
siderable part in financing small 
business. Pawnbrokers frequently 
carry surplus stocks of jewelry mer- 


chants, or small manufacturers of | 


gold and silver products. Many pawn 
loans are made against wives’ jewelry 
to finance the week’s inventory of 
fish, vegetables or fruit for curb mar- 
kets or small shops. By the end of 
the week the merchandise will have 
been sold and the jewelry redeemed 
in time to be worn to the synagogue. 


In Philadelphia, many non-legal cor- | 


porations have been formed to make 
small business loans. To avoid the 


criminal penalties of the small loan | 
law, all loans are for more than three | 
hundred dollars. They write checks | 
for the face amount of the loan and | 


take a sizable discount when the 
check is cashed in order to make de- 
fenses of usury difficult. 

Still another group of small finance 
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companies purchase instalment or 
open-book accounts. Values are dis- 
counted heavily, but the merchant is 
still liable for any shrinkage in col- 
lections. While these transactions 
have the same effect as a loan against 
accounts receivable, this method of 


financing avoids questions of usury | 


by the claim that the transaction is 
an actual sale of property. 


Advances by Wholesalers 


REDIT from this secondary bank- | 
ing system is not used in the | 
same way that bank credit would be | 


used. It is less flexible than bank 
credit. It is more expensive. As a 
result, it is largely emergency credit. 
Wholesalers and equipment manufac- 
turers are furnishing the flexible 


credit needed by small business men. 


YOUR CHECK IS YOUR BANK to many customers 


and contacts who seldom or never see other evi- 


dence of your stability and strength. That your 


check may adequately and accurately reflect your 


standing it should be made on La Monte National 


Safety Paper. La Monte Paper is safe. It is color- 


ful and crisp, instantly identified by its wavy lines, 


instantly appreciated tor the dignity and distinc- 


tion it lends to financial transactions. Ask your 


lithographer or printer to show you complete 


samples of La Monte Paper, or write to us. 


George La Monte & Son, 61 Broadway, New York. 


LA MONTE NATIONAL SAFETY PAPER FOR CHECKS 


identified by wavy lines 
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Analyze 


Your Business 


THE FUTURE of Business depends on the 
soundness and the rightness of the individual 
organization now. A complete analysis of your 
business may prove of incalculable value. 


AKRON 
ATLANTA 
BALTIMORE 
BIRMINGHAM 
COSTON 
BUFFALO 
CANTON 
CHICAGO 
CINCINNATI 
CLEVELAND 
COLUMBUS 


DALLAS 
DAVENPORT 
DAYTON 
DENVER 
DETROIT 

ERIE 

FORT WAYNE 
FORT WORTH 
GRAND RAPIDS 
HARTFORD 
HUNTINGTON, 


HOUSTON 


MEMPHIS 
MIAMI 


Quite like a physician’s examination to guard 
your health, an expert study in detail of all 
operations in all departments of your business 
is directed toward determining any weakness 
and promptly applying the proper remedy. 


Safe and steady progress, unrestrained by 
doubt or fear, is best assured when an enter- 
prise is in a condition of proven health. 


Good Management considers Modern Accoun- 
tancy as the experienced diagnostician of bus- 
iness, because it analyzes and interprets 
conditions—and helps to lay the safe and sane 
foundation for the future health of business. 


ERNST & ERNST 


ACCOUNTANTS AUDITORS 
SYSTEM SERVICE 


INDIANAPOLIS 
JACKSON, MISS. 
KALAMAZOO 
KANSAS CITY 
LOS ANGELES 
LOUISVILLE 


MILWAUKEE 
MINNEAPOLIS 


NEW ORLEANS 
NEW YORK 
OMAHA 
PHILADELPHIA 
PITTSBURGH 
PORTLAND, ME. 
PROVIDENCE 
READING 
RICHMOND 
ROCHESTER 
ST. LouIS 


ST. PAUL 

SAN ANTONIO 
SAN FRANCISCO 
SEATTLE 
TAMPA 

TOLEDO 

TULSA 
WASHINGTON 
WHEELING 
WINSTON-SALEM 
YOUNGSTOWN 


The amount of cash needed for going 
into the grocery business as evidenced 
by Department of Commerce studies 
of the industry, was surprisingly low. 
Counters, coffee grinders, ice boxes, 
scales, cash registers could be bought 
on the instalment plan. Shelves 
could be stocked by wholesalers with 
liberal extension of payment dates. 
When small merchants fail, the whole- 
saler is usually holding the bag very 
heavily. But the wholesalers have 
protected themselves by adding a 
credit cost to their price to compen- 
sate for these losses. 


The financing of the small merchant 
is just as much a banking function as 
financing the very large one. Banks 
still need credit customers, and small 
merchants need bank credit. Why, 
then, have banks passed up this busi- 
ness? Is it because these loans are 
naturally more risky than those which 
the bank still makes? Not at all. 
The bad-loan ratio of well-run credit 
unions and loan and investment com- 
panies is no higher than the loss ex- 
perience of banks. 

The difficulty lies in the cost of in- 
vestigating, making and collecting 
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loans in small denominations. Small 
loans have always been expensive to 
make. But the expense has increased 
with higher wages, higher taxation, 
more elaborate accounting and con- 
trol. Analysis of the profitableness 
of each bank service through cost ac- 
counting technique has brought the 
cost of individual transactions under 
the microscope.. Most attention has 
been given to checking ‘accounts be- 
cause something can be done about 
unprofitable accounts. Service fees 
can be charged, the number of checks 
which may be drawn may be limited. 
The same scrutiny consciously or un- 
consciously is being applied to small 
loans. But less can be done about 
them. 


Law Fixes the Rates 


HE reason is that, unlike any 
other commercial business, money 
lending is subject to state price fix- 
ing. The maximum charge which a 
lender can make is fixed by most 
states at 6, 8 or even 10 per cent a 
year. Although special permission to 
charge higher rates is frequently 
granted to some banking institutions, 
commercial banks are generally lim- 
ited to a maximum fixed by the law. 
Even the device of requiring deposit 
balances against loans has its limits 
and stops short of making small loans 
profitable. Unlike checking accounts, 
no additional service charge may 
compensate the bank for high costs. 
As a result, customers whose loans 
are not profitable at the legal maxi- 
mum are asked to find other sources 
of credit. And the price of credit to 
these borrowers immediately jumps 
considerably. If a credit union is 
available, his borrowing rate is 138 
per cent; if he deals with a chartered 
industrial bank, the rate becomes 15 
to 20 per cent; if an axia, 15 to 30 
per cent; and if an individual, from 
25 per cent to an almost limitless 
maximum. Wholesaler credit is also 
expensive if the difference between 
credit price and the price available 
by judicious cash buying is compared. 


Per Cent.”’ 


HE usefulness of usury laws is 

limited solely to contracts where 
the ignorance and utter necessity of 
the borrower lead him to make ruin- 
ous contracts for the sake of present 
relief. Denouncing the usury laws is 
a very old pastime. Jeremy Bentham 
began it years ago and wrote a brief 
for usury that remains a classic in 
economics. But the inhibitions re- 
garding interest charges are grounded 
more deeply than law itself. There 
is a general fixation of the idea that 
6 per cent is a fair charge for the use 
of money regardless of the size of the 
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loan, regardless of the risk, collateral, 
liquidity and the expense of making 
and collecting the loan. Such a fix- 
ation is as damaging to business as 
the discarded church dogmas against 
the taking of any interest whatsoever. 

That the moral pressure toward 
maintaining the 6 per cent interest 
maximum in costly loan contracts is 
gradually weakening is evidenced by 
the establishment of personal loan 
departments by many banks at higher 
than normal interest rates. Bank 
credit is going begging. There are 
not enough users of bank credit who 
can meet the requirements. Sooner 
or later, through the sheer necessity 
of finding credit customers, banks 
may swing back to financing small 
merchants at higher interest rates. 
When this time comes, both banks 
and small merchants will be better off. 


Mexico Tries Managed 


Currency 
(Continued from page 154) 


possible, are questions which might be | 


answered only by conjecture. 


Effect On Silver Industry 


HAT effect will this measure | 
have upon the value of silver? | 
If Mexico is able to adhere to the | 


high resolutions expressed by her 


finance minister, nothing will happen | 


immediately. The maintenance of the 
value of the silver peso will require, 
for the time being, an absolute pro- 
hibition of further issue. There will be 
no additional demand for silver and 
the effect on its value will be negli- 
gible. If the Mexican experiment in 
managed currency is successful, the 
silver industry cannot hope to find in 
it any relief for its own depression. 
However, if the high-minded aim of 
management cannot be realized, the 


other alternative is a straight silver | 
standard. Such an eventuality would | 


add a vast field of usefulness to silver 
and will serve to raise its value. 

The internal effect of the adoption 
of a silver standard would not be seri- 


ous; on the other hand, it might be | 


distinctly stimulating. It will cause 
prices to rise, and reduce the domestic 
costs of exportable products and in- 
crease their salability in the markets 


of the world. Mexico may well mani- | 


fest all the symptoms of prosperity. 
The shield has a reverse side. Imports 


will decline and the domestic price of | 


imported goods will rise. Foreign ob- 
ligations will harass Mexican finance 
ministers as never before. Most im- 


portant of all, it will tend to discour- | 


age foreign investment in Mexico. 
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LOOKING FORWARD »* Industry turns its face toward the 
future. Business is on the upgrade. The relaxing of quality 
standards, the slipping and sliding down the scale of values is 
over. The time for trading up is here. 

There is no better way to express this new confidence 
than to give your business appropriate and dignified surround- 


ings... 


g . write your letters on Crane’s Bond. 


Crane’s Bond is a constant suggestion of financial stability, 


distinguished quality, and its permanent character inspires 


confidence in the present and future of your business. 


CRANE & CO., INC. + DALTON, MASSACHUSETTS 
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Nobody objects 
to paying less for 
better check paper 


ANKERS who buy their checks carefully are 
selecting Hammermill Safety Paper— and then 
congratulating themselves on the reasonable price. 


SMOOTHER SURFACE, EASIER WRITING. 


Make your own comparisons. * 


STRENGTH. The tough new fibres give unusual 
tearing resistance. In tests, Hammermill Safety 


stands hundreds of folds. 


UNIFORMITY. Hammermill Safety is manu- 
factured to strict standards, complete in one plant, 
from raw material to finished check paper. 


When you choose Hammermill Safety you get 
complete check paper satisfaction, and make a sub- 
stantial saving. Your lithographer or printer can 
supply Hammermill Safety. 


HAMMERMILL PAPER COMPANY 


ERIE, PENNSYLVANIA 


*Mail the Coupon for 
Sample Book and 
test sheets. 


Bond List Must Fit the Bank 


(Continued from page 149) 


a bank. Perhaps many will feel that 
this factor should be more properly 
classed among the general financial 
factors, because it appears to be be- 
yond the power of any individual bank 
to influence this matter to any appre- 
ciable extent. Experience has shown, 
however, that the individual bank does 
have more control over this matter 


than is commonly supposed. It has 
been found that a bank can cut the 
rate paid on time deposits when sur- 
rounded by banks maintaining a high 
rate, and profit thereby. The taking 
of a conservative position like this, 
especially when it is presented to the 
public as such, and the way in which 
it protects them is explained, actually 
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becomes a strong argument for de- 
positors to increase instead of de- 
crease their deposits in such a bank. 
This is not a theory; its practicality 
has been demonstrated. The effect of 
a change of this kind on the purchase 
of securities for the investment ac- 
count of a bank is evident. 


Important But Neglected 


HE first group of factors controll- 

ing the purchase of bonds by a 
bank is made up of those elements, 
which exist within the bank itself. Only 
a few of them have been mentioned, 
and the method to be employed in as- 
certaining what they are and their ef- 
fect on the purchase of bonds has only 
been outlined. They are, however, the 
most important factor in dealing with 
the problem in question, and yet they 
are the factor to which, in general, the 
least attention is given. 

The second group of factors, name- 
ly, the factors involved in the several 
issues of bonds, has received rela- 
tively a good deal of attention. Bond 
analysis, as an art, if not as a science, 
has been accorded much attention dur- 
ing recent years. Its importance in the 
purchase of securities by banks has 
been emphasized to them with increas- 
ing force and frequency during recent 
months. There is no question, also, 
but that the analysis of securities 
whose purchase, retention or sale is 
being considered, is of far-reaching 
significance in arriving at a sound con- 
clusion. It should be remembered, how- 
ever, that any analysis of this kind is 
of little value to the bank until the 
bank has had its own secondary re- 
serve and investment position ana- 
lyzed, policies for both of these ac- 
counts established and programs 
planned to make possible the realiza- 
tion of the policies. Until this is done, 
any information secured concerning 
bonds actually in the portfolio or 
which are being considered for it alone 
does not make it possible to ascertain 
whether the bonds are suited to the 
needs of the bank, since these bonds 
cannot be judged without the analysis 
indicated. 


The Next Step 


HEN the policies and programs 

have been established, however, 
the analysis of the securities at once 
assumes the place of importance. It 
at once becomes apparent that there 
are two sets of factors in connection 
with an individual issue which require 
consideration: (1) The credit factors, 
and (2) the market factors. 

In the past the emphasis has been 
laid principally on the former—on the 
credit factors—although the millions 
of dollars of defaulted bonds and bonds 
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which are in serious danger of default 
now held by banks, furnish clear evi- 
dence that safety has been stressed 
insufficiently as*a factor in the pur- 
chase of securities. One of the most 
difficult phases of the present situa- 
tion is the large number of such bonds 
in the portfolios of the banks. They 
clearly should not be there. Is it, how- 
ever, wiser for the bank to sell at ex- 
isting prices, taking a heavy loss, and 
establish its secondary reserve and in- 
vestment accounts on a sound basis, or 
to hold these bonds in the hope that 
their situation will improve? Obvi- 
ously, this is a question which can- 
not be answered off-hand. In fact, even 
if a definite knowledge of the exact 
credit position of the securities in 
question were available, it would be 
impossible to answer it without know- 
ing the position and the requirements 
of the bank itself. 

The need for ascertaining the prob- 
able safety of bonds is evident. Meth- 
ods of credit analysis have been dis- 
cussed at considerable length in vari- 
ous books and are readily available, 
and hence consideration of them may 
properly be omitted after calling at- 
tention to their importance in the so- 
lution of the problem in hand. 


Marketability 


HE significance of the market 
analysis of bonds has received 
less consideration than the credit 
‘analysis. The market analysis of se- 
curities may ke divided into two parts. 
The first involves a study of general 
market price trends and the reasons 
therefor. Hence it properly belongs 
in the third major group of factors, 
namely, the general economic and 
financial situation. The second in- 
volves the study of individual security 
prices, and is of marked practical im- 
portance from the standpoint of the 
bank, in pointing out the actual mar- 
kets for securities. At the present 
time, when bid and asked prices are 
largely nominal, it is essential to know 
how many bonds the market will take 
without causing a sharp price move- 
ment, and who are the brokers or 
dealers who are actally making the 
markets for individual issues of secu- 
rities. 

As a further step in the same direc- 
tion, it is desirable to call attention 
to the fact that the control of the bond 
portfolio of a bank, or any part of it, 
is not made effective until the actual 
transactions which are indicated as 
necessary are actually effected. Banks 
have lost heavily in many instances 
because of failure to act promptly on 
decisions wisely reached. The effect- 
ing of purchases and sales of securi- 
ties is cne of the most important fac- 
tors in the control of the secondary 
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JOHN HANCOCK SERIES 


A Message to the Head of the Family 


Every person who has a dependent family will 
want to know about the John Hancock 
Family Income Provision 


This provision, applied to existing 
or new standard John Hancock life and endowment policies of 
$5000 or more, gives added protection to your family at the time 
they need it most, when the children are growing up and dependent 
on your support. 

Available at moderate cost, this provision guarantees your 
family, if you are not here to give them your personal support, a 
monthly income of one percent of the face value of your life 
insurance—12 percent annually—until your youngest child is of 
age and self-supporting. 

This arrangement does not reduce the total amount payable 
to your beneficiary, who will, at the end of the family income 
period, receive the face value of your policies, either in a cash set- 
tlement or as income, according to the terms of the contract. 


Which of the three plans outlined below will bring your 
youngest child through the years of dependency? 


20-Year Plan—wWhen the children are very young. 


15-Year Plan—When the children are older and the period of de- 
pendency shorter. 


10-Year Plan—wWhen the children have reached their “teens” 
and a still shorter period of added family income 
is to be considered. 
For a detailed explanation of the plan, see your nearest 
John Hancock representative. Or if you prefer, 
send for our descriptive booklet. 


LiFE INSURANCE COMPANY 


OF BOSTON, MASSACHUSETTS 


Joun Hancock Inquiry Bureau, 197 Clarendon St., Boston, Mass. 
Please send me your booklet entitled, “Income for the family.” 


Name 


Street and No. 


reserve and investment accounts of a 
bank. 

And now we come to a brief consid- 
eration of the third group of factors, 
the general economic and financial ele- 
ments in the situation. These are, of 
course, basic in character and effect in 
many different ways, the position of 
the individual bank, the position of in- 
dividual issues of securities and the 


relationship of one to the other. The. 


period of economic prosperity, since 
followed by one of depression, has had 
2 marked influence on the amount and 


nature of the deposits of many banks. 
The same may be said in respect to 
the loan accounts of banks. The change 
in interest rates which has made the 
problem of the rate of interest paid 
on securities so acute is predicated on 
altered economic and financial condi- 
tions in the world at large. 


Money Rates’ 


HE credit position of many bonds 
has been affected unfavorably, 
very largely because of the difficulties 
encountered by the issuing corpora- 
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Just as Inadequate 


Some day, it will be recognized that the mop and pail 


FINNELL- 


are just as inadequate for cleaning floors in banks as 
was the washtub in the home kitchen for the Saturday 


night bath. 


The Finnell Electric Polisher-Scrubber douse for floor 


cleanliness what the modern bathroom has done for 


personal cleanliness. 


It scrubs incomparably cleaner 


than possible by hand methods, and in a fraction of 


the time. 


On polished floors the Finnell is just as efficient. A 
new process, Finnell-Kote literally cuts in two the time 
required for applying the wax and 


polishing the floor. 


The Finnell- 


Kote dispenser (see illustration) 


can be fitted to any Finnell ma- 
chine, and will gladly be loaned to 


any Finnell user. 


Investigate now. 
resentative will be glad to make a 
survey of floor area and condi- 
tions in your building and recom- 
mend the right system of the 
twenty systems possible with Fin- 
Address Finnell 
System, Inc., 2009 East Street, 


nell equipment. 


Elkhart, Indiana. 


WAXES AND 
POLISHES IN ONE 
OPERATION 


Finnell-Kote is a specially 
prepared wax of high 
solid-content. The Finnell- 
Kote dispenser melts it 
and flows it to the floor in 
a thin, thread-like stream 
to be distributed by the 
brushes, and—an instant 
later—brought to a uni- 
formly beautiful, durable 


finish. 


FINNELL 


Est.1906 
ELECTRIC FLOOR MACHINE 


A Finnell rep- 


IT SCRUBS — WAXES — 


tions brought about by the depression. 
The major factor in determining the 
time to buy and sell securities is 
found in the rates of interest—on both 
short and long term obligations—and 
these rates of interest are controlled 
by general economic and financial 
forces, not only in the United States, 
but in other countries. 

In studying the position and trend 
of the bank itself, of the credit and 
market position of securities, it is 
necessary to focus these factors 
against the background provided by 
the economic situation and trends of 


POLISHES — FINISHES 


the moment and of the future. It is 
dangerous and frequently disastrous 
to try to fight against economic 
forces; it is safe and profitable to 
take advantage of them. This means, 
however, knowing and understanding 
them, and this necessitates studying 
them. 

The large holdings of securities at 
the present time on the part of banks, 
especially of country banks, mean that 


._ the control of funds in this form is 


one of the major problems now con- 
fronting bankers. An analysis of busi- 
ness developments indicates that the 
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holding of securities by banks, both 
absolutely and relatively, is likely to 
show an upward trend in the immedi- 
ately succeeding years, until some 
major change in banking methods not 
now visible begins to make itself felt. 
Since this is the case, it is necessary 
for bankers to study this whole prob- 
lem as they have not heretofore done; 
to approach it in a scientific, yet whol- 
ly practical fashion, and hence to be- 
gin by a thorough study of the fac- 
tors which control their bond port- 
folios. 


Is Germany So Helpless? 
(Continued from page 146) 


year has been the chief cause of the 
embarrassment of the German people 
this flight of German capital has been 
scarcely less influential and much 
more damaging to German financial 
morale and prestige. It is not with- 
out compelling reason that a condition 
precedent for foreign help for Ger- 
many laid down by the conference of 
representatives of other nations at 
Paris and London was that Germany 
should take immediate and effective 
steps toward stopping this outflow of 
German funds to other countries. 


Europe’s Investments Abroad 


T is evident that the withdrawal of 
foreign short term funds in the 
United States in the past year has 
been largely on account of Germany 
to enable the latter to meet short term 
demands upon it while the increase in 
American short term advances abroad 
also has been largely on account of 
Germany, especially previous to the 
crisis though there was a period sev- 
eral months ago when this was prob- 
ably not the case. Both of these move- 
ments run counter to the whole trend 
of short term financing in the United 
States and abroad since the immediate 
post-war period and up to the closing 
months of 1929 and form a measure 
of European financial needs and of 
American effort to extend relief where 
it was required. At the same time 
the international movement of short 
term funds into and out of the United 
States presents the curious anomaly 
that while European nations — not 
only Germany but practically all other 
countries except France—need long 
term funds and take short term funds 
largely as substitutes for the long 
term credits they really require, they 
possess bank deposits and other short 
term funds in the United States far 
in excess of America’s holdings of 
such funds in Europe. In fact if 
Europe’s holdings of both short term 
and long term funds in the United 
States were applied where needed at 
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home there would be no occasion for 
seeking funds from the United States. 
If Germany’s holdings of foreign cap- 
ital investments, estimated at the 
equivalent of $2,000,000,000 at this 
time, were applied to the situation in 
Germany the latter country would 
have no occasion to ask foreign assis- 
tance in meeting the financial crisis 
in which it now finds itself. 


Also Long Term Holdings 


HILE the international ebb and 

flow of short term investments 
in general measures the acuteness of 
the German and general European 
situation it is only one factor in the 
situation. No proper appreciation of 
the situation of Germany and other 
European countries in this respect 
can be had without consideration of 
foreign holdings of American long 
term securities. Not only has the in- 
ternational position of Germany been 
affected by German long term invest- 
ments abroad but the position of other 
European countries also is involved. 
Much of the weakness of European 
exchange rates as measured by the 
dollar in the past few years has been 
caused by the steady increase of for- 
eign holdings of American securities 
which has taken place in spite of ad- 
verse exchange and in spite of the 
financial needs of the European coun- 
tries involved. 

In the past ten years foreign pur- 
chases of long term securities in the 
United States have exceeded resales 
by about $2,000,000,000. Even in 1930 
when foreign exchange rates were 
generally so adverse, foreign demand 
for money so keen and American se- 
curity returns so low foreigners in- 
creased their holdings of American 
securities by over $100,000,000 net. 
Just what part Germany had in this 
trade is unknown but it is known to 
have been considerable. It is not to 
be contended, of course, that all these 
foreign holdings can be used for ad- 
justing foreign needs at the present 
time or even that German holdings of 
American securities or German de- 
posits in American banks or holdings 
of short term investments in this 
country can or should be used to re- 
lieve the Fatherland. But with such 
investments in this country and in 
other countries it is plain that the 
international authorities in confer- 
ence at Paris and London were on 
firm ground when they insisted. that 
Germany do something with its for- 
eign holdings to help itself before fur- 
ther loans from abroad could be an- 
ticipated. 

However great or little part Ger- 
many may have in the movement 
it is at least certain that Europe 
as a whole demonstrated considerable 
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Complete Service to 


Banking Correspondents 


Company affords 


resources and organization 


adequate to the fullest requirements of its banking 


correspondents. It maintains eight complete offices in Europe 


and has close relations with leading banks throughout the 


world. Its facilities for supplying information regarding trade 


and financial conditions are available to its correspondents. 


We invite inquiries. 


Guaranty Trust Company of New York 


140 Broadway 


Fifth Avenue at 44th Street 


LONDON PARIS BRUSSELS 


Madison Avenue at 60th Street 


LIVERPOOL HAVRE ANTWERP 


Capitat, Surptus AND UNpiviped Profits MORE THAN $295,000,000 


©6G. T. co. oF N. ¥. 1931 


investment strength in its relations 
with the United States last year. In 
addition to the large increase in the 


American Securities 
Bought Back 
from Foreigners 
$833,000,000 
1,078,000,000 
1,015,000,000 
661,000,000 
509,000,000 


$4,096,000,000 


American Securities 

Sold to Foreigners 
$941,000,000 
1,585,000,000 
1,503,000,000 
861,000,000 
636,000,000 


$5,526,000,000 


repurchase of its own dollar bonds 
mentioned above it not only failed to 
draw upon its previous long term in- 


Resales 
Per Cent 
of Sales 


Net Purchases 
by Foreigners 
$108,000,000 
507,000,000 
488,000,000 
200,000,000 
127,000,000 


$1,430,000,000 


1930 
1929 87 
1928 68 
1927 67 
1926 
80 
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Alarm Housing 


The sturdiest housing on 
any local vault alarm sys- 
tem is supplied by Bankers 
in the surface type (shown 
here) or a new flush type. 


| 


yAULT 
ALARM 


This Alarm used by the 


UNITED STATES TREASURY 
—and 18 Federal Reserve Bank Buildings 


N° stronger endorsement could be given the effectiveness 

of the Bankers Electric Local Vault Alarm than the fact of 
its installation on the United States Treasury and 18 Federal 
Reserve Bank buildings throughout the country. 


Our Service 


We install, inspect and 
maintain local vault alarm 
protection of the embed- 
ded cable and/or sound 
detection types anywhere 
in the U. S. A., through 
117 A. D. T. offices. 


Yet you'll find this dependable protective system safeguard- 
ing the vaults of hundreds of small banks, as well. 

Why? Chiefly, we believe, because unfailing protection 
against attacks on bank vaults is the record of 25 years’ 
use of Bankers Electric Protective Association Alarms. 

Our booklet, “Still Better Vault Protection,” will be sent 


you on request. It fully describes our system and service. 


Bankers Electric Protective Association 
60 State Street, Boston, Mass., and A. D. T. Offices in 117 Cities 


vestments in the United States but, 
as above indicated, increased them and 
it is known that at least a consider- 
able part of this new investment came 
from Germany. The transactions in 
American securities for foreign ac- 
count as shown by the annual canvass 
of the Bureau of Foreign and Domes- 
tic Commerce for last year and the 
previous four years were as shown on 
page 177. 

Foreign purchases of American se- 
curities involve no public offering of 
American stocks or bonds in other 
countries and are therefore confined 


to purchases in small lots. A large 
proportion of these purchases are on 
margin for speculative purposes with 
the result that the turnover is far 
larger than actual investment and the 
proportion of “returns” of these pur- 
chases has always been very large. 
The total turnover of foreign dealings 
in American bonds in 1930, as might 
be suspected from the smaller volume 
of total transactions on American ex- 
changes, was much smaller than in 
the two years of high speculation im- 
mediately preceding and the percent- 
age of resales highest in five. 


‘in view of current conditions 


It is to be expected, of course, that 
foreign purchases of American securi- 
ties in general will rise and fall with 
the volume of transactions on Ameri- 
can stock exchanges. Naturally for- 
eigners are disposed to share in Amer- 
ican prosperity when we have any and 
are disposed to avoid participation in 
American depression when we are in 
the midst of depression. To a large 
extent the reduction in total turnover 
indicates a progressive elimination of 
speculation in the transactions. The 
increased proportion of resales to for- 
eigners in 1930 also doubtless rep- 
resented considerable liquidation of 
speculative holdings acquired in the 
previous two years. 


More Than $500,000,000 


HE fact remains, however, that 

during 1930 foreign holdings of 
American long term securities in- 
creased by over $100,000,000 net and 
this increase in the face of liquidation 
of previous speculation represents 
more than ordinarily permanent in- 
vestment. Including their increased 
purchase of their own dollar bonds 
foreigners last year sent more than 
$500,000,000 for investment in long 
term securities held in the United 
States in the face of adverse ex- 
change, adverse gold movements, low 
interest rates in the United States, 
and an insistent demand for both long 
and short term funds from the United 
States. Of course there is always a 


| large amount of such investments in 


the United States from abroad but 
under the special circumstances and 
in 
Europe the investments of last year 
and especially the increased invest- 
ments in some lines are significant. 


| Germany has had an uncertain but 


undoubtedly a material share in the 
movement and much of the estimated 
flight of $250,000,000 of German capi- 
tal abroad in the past ten months has 
gone into long term American securi- 
ties. 

There is no doubt that most of the 


| financial troubles of Europe at the 
' present time are due to a lack of capi- 


tal following the wastage of war and 
this is true preeminently of Germany. 
But there is also no doubt that taking 
Europe as a whole, even with the elimi- 
nation of France as the strongest 
financial power in Europe, most of 
these troubles could be avoided or at 
least minimized with the capital 
Europe now possesses if the latter 
were properly concentrated and man- 
aged and if, above all, there were that 
mutual confidence among the powers 
which is the foundation of all finan- 
cial dealings. Better political rela- 
tions between the powers as well as 
more stable political conditions in 
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Germany are prime requisites for any 
improvement in the German or gen- 
eral European financial situation. 

Another: prime requisite for recov- 
ery in Germany is German confidence 
in Germany and the German people. 
The situation in that country at the 
present time is largely psychological. 
Germany has large resources abroad 
which can and probably will be assem- 
bled much in the same manner as 
Great Britain assembled the overseas 
holdings of the British people to sup- 
port its purchases in the United 
States during the war. That the gen- 
eral situation will be immensely im- 
proved if Germany’s present short 
term obligations can be funded into 
long term loans is quite apparent but 
the essential requirement for such a 
loan is renewed confidence in Germany 
not only on the part of the world at 
large but on the part of the Germans 
themselves. In limiting their assist- 
ance to Germany at the present time 
to the suspension of reparations pay- 
ments and the continuation of short 
term loans the representatives of the 
powers at London and the committee 
of bankers at Basle have merely fol- 
lowed the dictates of common sense. 
The next move must come from Ger- 
many. 


America’s Gold Business 
(Continued from page 140) 


In the matter of assaying, from 
every parcel of bullion, several. por- 
tions, usually three, are taken. These, 
after analysis, are returned upon 
completion of the assay. 


Waste Carefully Avoided 


HE assaying, melting, and refin- 

ing of gold are conducted by the 
Treasury practically at cost, and in 
this respect the various mints and as- 
say offices are self-sustaining. A very 
small amount of gold, naturally, is 
lost in the process of treatment. But 
no effort is spared to prevent such 
loss. None the less, the sale of sweep- 
ings to outside bidders results in some 
profit to the bidders; an unavoidable 
but small loss to the Treasury. The 
floors are carefully swept and much 
“value” is recovered. The working- 
men’s clothes are incinerated with the 
same object, the water they use to 
wash their hands, and even the fumes 
drawn from the crucibles are searched 
for gold dust. And the search has its 
rewards. Formerly, the smoke which 
escaped from the assay office on Wall 
Street scattered gold particles over 
the unsuspecting throngs below. It has 
been found profitable to recover this 
gold. Another source of revenue is 
from the metals like platinum, copper, 
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palladium, and iridium—by-products 
of the refining process. 

While the larger. smelters and re- 
finers in the United States refine their 
own bullion, only a small portion of 
our gold: output leaves the country in 
the form of such bars. Most of it is 
presented to the assay offices or mints 
and exchanged for gold certificates or 
Treasurer’s checks. The mints, in 
addition to coining, conduct the other 
operations, mentioned in this article, 
assaying, melting and refining. The 
assay offices of course, do not strike 
coins or medals. 

Gold refined by the Government is 


usually 0.999 fine. So-called “four 
nine” gold bars, 0.9999 fine, are manu- 
factured in small amounts only, as re- 
quired by the trade. It is impossible 
to manufacture gold bars 100 per cent 
pure gold. There are always some im- 
purities present, usually copper or 
silver remaining from the electrolytic 
process. The finest gold found in na- 
ture is believed to be that obtained as 
nuggets in British Guiana and Ven- 
ezuela. This gold is usually 0.925 to 
0.960 fine. In the United States, in 
the Rockies, placer gold approximately 
0.900 fine has been found, although 
0.800 to 0.900 is the usual fineness. 
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More than a century of coopera- 
tion with the business and 


banking progress of the nation 
has established the fortunate 
position of Chatham Phenix as 


an experienced, conservative 


and thoroughly satisfactory New 


York correspondent. To banks, 


bankers and corporations re- 


quiring New York facilities, it 


offers *“‘the friendliness of a 
neighborhood bank with all the 
resources and facilities of a 


great metropolitan institution.” 
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What To Do When Drainage Bonds Default 


(Continued from page 162) 


old well established farming communi- 
ties where the improvement consists 
mainly of surface drainage and where 
the land is too valuable to let it sell 
for improvement taxes. It is reason- 
able to suppose that a majority of 
these districts will be able to bring 
their delinquent payments up to date 
if only we have a few normal seasons 
in succession. In dealing with this 
type of district a little patience is all 
that is necessary. In some instances 


it may be necessary to reduce the 
amount of annual payments for a few 
years. 

In the second class are those dis- 
tricts whose difficulties go far deeper 
than adverse seasons and agricultural 
depression. Adverse seasons and 
general agricultural conditions are 
the immediate causes of default, but 
the fundamental causes are more re- 
sponsible for default. One of the 
fundamental causes is too much un- 
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productive land. Where districts 
have a large proportion of undevel- 
oped land, such as cut over timber 
lands for instance, they have had to 
acquire much of it through tax fore- 
closure. 


Expensive to Hold 


RESENT agricultural conditions 

make it unprofitable for landown- 
ers to clear the land of timber and 
pay the cost of drainage improve- 
ment. Some districts have come into 
possession of large tracts of cut over 
timber lands. Under present condi- 
tions it is impossible to sell these 
lands. The problem is intensified by 
the fact that these lands are often 
assessed at high figures, by the 
county and state. If the district con- 
tinues to hold these lands it must 
keep the county and state taxes paid, 
as these taxes constitute a prior lien 
to those of the district. Some dis- 
tricts have been successful in per- 
suading county authorities to reduce 
the assessments on these lands to a 
point where either the district can 
afford to carry them for the benefit 
of the bondholders, or where they will 
be attractive to purchasers. If the 
taxes are reduced to a low enough 
figure, it may be possible to interest 
purchasers who would acquire the 
land and develop it. Drainage dis- 
tricts could well afford to remit all 
delinquent taxes against this land and 
make a present of it to anyone who 
would develop it and pay the balance 
of benefits assessed against it. The 
state and county, too, could well af- 
ford to remit all delinquent taxes. 

It is far better to have someone on 
the land paying nominal taxes than 
to be collecting no taxes at all, not to 
mention the larger benefit to the com- 
munity of having the land settled and 
made productive. Attempts to colo- 
nize large tracts of this undeveloped 
land have not generally been success- 
ful. Its ultimate disposition presents 
quite a speculation. If the districts 
can get the state and county taxes re- 
duced to a low enough figure they 
may be able to carry it for the benefit 
of the bondholders. Within ten or 
fifteen years we may again enter a 
long major swing of rising prices in 
agricultural lands, similar to the 
period of 1900 to 1920, when land of 
this type will again have a speculative 
value. This land could then be sold 
and the proceeds paid over to the 
bondholders. 


Several Possible Steps 


N most instances where districts 
have basic difficulties, a financial 
reorganization is advisable. If the 
district contains large areas of non- 
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productive land it may be necessary 
for the bondholders to write off a con- 
siderable loss if the reorganization is 
to succeed. One plan would be to make 
the amount of the refunding bond 
issue equal to the total assessed bene- 
fits against the productive lands. The 
district can, of course, continue to 
hold title to lands which it has ac- 
quired through tax foreclosure for 
the benefit of the bondholders. 

A number of things may be done to 
assist districts to get back into sound 
condition. The whole debt may be re- 
funded in such a way as to take up all 
delinquent payments in the new loan. 
Bond maturities may be extended over 
a longer period of time so as to re- 
duce the amount of annual install- 
ments. Interest rates may be re- 
duced. It may be better for the bond- 
holder to take a reduction in the rate 
of interest than to take a loss in prin- 
cipal. The important thing to keep 
in mind is to make the annual install- 
ments small enough so that the land- 
owner can meet them. The annual 
payments required must be within 
the productive capacity of the land. 
This is just as important for the 
bondholders as for the landowners, 
for if this is not recognized, further 
readjustment will have to be made 
later on. 


Federal Aid 


NY discussion of the present con- 
dition of drainage and levee dis- 
tricts would be incomplete without 
reference to the efforts that have been 
made by landowners to secure assis- 
tance from the Federal Government. 
During the last two sessions of Con- 
gress a bill has been sponsored by the 
National Drainage Association to pro- 
vide for the aiding of farmers by 
the making of loans to drainage and 
levee districts. Under this plan dis- 
tricts which are unable to meet either 
principal or interest on their out- 
standing bonds may refinance their 
undertakings by the issuance of non- 
interest bearing refunding bonds; 
such refunding bonds to be accepted 
by the United States Government as 
security for loans sufficient to retire 
outstanding bonds as they mature and 
the accumulated interest thereon. 
The bill would provide for a revolv- 
ing fund of $95,000,000 from which 
the Government would make loans to 
drainage and levee districts, provided 
that not more than $19,000,000 would 
be available in any one year. A sink- 
ing fund would provide for a suffi- 
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Leading thegWay Back 


@ 


Customers in the area served by the 
Associated Gas and Electric System 
purchased 19,489 automatie refriger- 


ators during a recent six weeks’ re- 


frigerator sales campaign. 


About 


half, or 9,592 of these sales, were 


If 


made by dealers who were assisted 
by a plan of cooperation established 
by the Associated New Business De- 


partment. 


Stability from Domestic Use 


Growing domestic use of elec- 
tricity from sale of appliances 
increases the natural stability 
of the industry. Stability from 
this source is becoming even 
more pronounced. During 
1930, use of electricity in 
homes accounted for 33'/2% of 
the total revenue as compared 
to 28% in 1921. 

This trend of the electric 
industry is of interest to those 
seeking sound investments 


with growth possibilities. The 
achievement of dealers in co- 
operation with employees of 
the Associated System in the 
face of conditions generally 
unfavorable to business ex- 
pansion shows that the utili- 
ties are an important influence 
in leading the way back to 
business recovery. 
“ “ 

To invest in Associated securi- 
ties, write 


General Utility Securities 


Incorporated 


61 Broadway, New York 


The Associated System serves 1,432,108 customers in 3,117 communities 


cient sum to retire the refunding 
bonds at maturity. During the last 
session of Congress this bill was 
passed by an overwhelming majority 
in the Senate and was recommended 
to the House for passage by a unani- 
mous vote of its committee on Irriga- 
tion and Reclamation. Without doubt 
the bill would have been passed by 
the House, also, except for the legisla- 
tive jam in which it was caught near 
the end of the session. It will be pre- 
sented again probably at the coming 
session of Congress. 


Savings Conference Addresses 


HE Savings Bank Division of the 

American Bankers Association 
has published a group of booklets con- 
taining important addresses delivered 
before the Eastern Regional Savings 
Conference in New York last March 
and before the Mid-West Regional 
Savings Conference at South Bend, 
Indiana in May. The addresses are 
classified according to subject and in- 
clude discussions of mortgages, bonds, 
public relations, problems of promo- 
tion and successful management. 
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YEO ROTARY 
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RECORD 


When You Install 


a Yeo Rotary Night 
Depository you can 
offer a 24-hour deposit 
service with a Service 
Record. 


Let us explain why 


The Bank Vault Inspection Co, 
5 South 18th Street 
PHILADELPHIA 
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Municipal 
Bonds 


Yielding 4.50% to 6% 


Circulars on request 


Bond (a. 


Incorporated 1910 


39 South La Salle Street, Chicago 
NEW YORK DETROIT 
PHILADELPHIA ST. LOUIS 


A. B.A. Convention Will Discuss Service and Profits 
(Continued from page 161) 


The Economic Policy Commission 
has continued its investigation of the 
causes of bank failures and other 
matters of dominant interest to bank- 
ers, particularly the relationship of 
state and national banking systems 
and the question of branch, group and 
unit banking. The report made last 
year at the time of the Cleveland con- 
vention has been augmented by addi- 
tional facts and findings which will 
further clarify the position of the 
Association on these issues. 


Entertainment 


HE entertainment program, it 

now appears may establish a rec- 
ord for variety, because the enter- 
tainment facilities of Atlantic City 
are exceptional. In view of the heavy 
schedule of work facing the delegates 
and the prevailing note of serious pur- 
pose, a complete entertainment pro- 
gram ought to contribute to the suc- 
cess of the convention. 

A few of the events have been 
arranged, some. definitely and others 
tentatively. In addition to the pipe 
organ recitals mentioned before, 
which Karl Bonawitz will give pre- 
ceding each of the general sessions, 
there will be special orchestral pro- 
grams in all of the city’s leading 
hotels. On Monday afternoon, accord- 
ing to present arrangements, there 
will be a motor tour for ladies 
through Atlantic City, Chelsea, Vent- 
nor, Margate and Ocean City, fol- 
lowed by a reception at the Sea View 
Country Club. A fleet of special 
buses will leave the boardwalk at 
Park Place at three o’clock. 

On Tuesday afternoon the ladies 
will be entertained at the Yacht Club. 
Buses will take them from the hotels 
to the club. One feature of the after- 
noon will be a yacht trip and those 
who go are promised music and en- 
tertainment aboard. For Tuesday 
night an event of special interest is 
being arranged but it is still too early 
to include a definite announcement in 
this summary. 

Efforts are being put forth to make 
the style show this year a memorable 
event. For one thing it will have the 
benefit of an unusual setting at one 
of Atlantic City’s large indoor pools. 
Along with the display of all that is 
new and attractive in feminine fall 
fashions, there will be an exhibition 
of expert diving and swimming, to- 
gether with a musical program. The 
style show probably will be held on 
Wednesday afternoon. Wednesday 
night is the occasion of the grand 
ball. It will be an event of unusual 
brilliance. The place will be the 


grand ball room of the Municipal Au- 
ditorium and the time will be nine 
o’clock. The entertainment program 
during the ball will include dancing 
by a professional team, a Nantucket 
or Paul Jones, and several other spe- 
cial features. 

Friday is the day for golf. Com- 
petition will follow the usual rules 
and all entries will be required to 
register by six o’clock Wednesday 
evening so that the order of starting 
can be posted on Thursday. 

Other events are being considered 
for inclusion in the program but are 
not yet in a form that is definite 
enough for an announcement. — 


Railroad Routes 


RANSPORTATION to Atlantic 

City will be facilitated by several 
special trains, some of which have al- 
ready been announced. A Falltonic 
Special will leave Chicago, Oct. 2 at 
11.30 p. m. Central Standard Time 
from the new union station at Canal 
and Adams Streets. This train will 
reach Pittsburgh at 11.00 a. m., Oct. 
3 and remain there until 11.30 that 
night, permitting delegates to enjoy 
a one-day program of entertainment 
arranged by a special committee of 
Pittsburgh bankers. Luncheon will be 
served at the William Penn Hotel and 
the events of the afternoon and eve- 
ning include an inter-university foot- 
ball game, golf and the theater. Motor 
car transportation will be provided by 
Pittsburgh bankers. A number of 
delegates from states west of Chicago 
have indicated their intention of mak- 
ing connection with this train. 

A Kansas-Missouri Bankers Special 
has been arranged for the accommo- 
dation of delegates from Kansas City 
via St. Louis, arriving in Atlantic 
City on Sunday, Oct. 4. Arkansas 
bankers are planning to join this train 
at Kansas City. 

The Central Passenger Association 
has allowed low rail rates with a wide 
choice of time and route for the re- 
turn trip and similar arrangements 
are expected to be made by other pas- 
senger associations. 

Round trip tickets will be sold from 
the central area at the rate of one and 
one-half fares, on the identification 
certificate plan, between Oct. 1 and 7, 
with a return limit of Oct. 14. A 
ticket good for thirty days will be 
available at the rate of one and three- 
fifths fares. Delegates from the 
Pacific coast can save by obtaining 
summer tourist tickets to Chicago, 
then purchasing a round trip ticket 
between Chicago and Atlantic City on 
the identification certificate plan. 
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Canada Prepares for 


Revival 
(Continued from page 137) 


ties that production for 1931 as a 
whole will have a value of at least 
$50,000,000, while at the same time 
ore reserves will have keen enlarged 
and the general position of the indus- 
try greatly strengthened. In fact, the 
major gold mining area, that of the 
province of Ontario, is one of the 
brightest spots on the commercial map 
of Canada and, according to a lead- 
ing American authority, is the most 
likely for the discovery of new sources 
of gold. 


New Metallurgical Industry 


HIS discussion of Canadian min- 

ing would be incomplete without 
reference to its companionate indus- 
try, metallurgy. In the past prac- 
tically all non-ferrous base metal 
mined in this country was exported 
in crude form, but a few years ago an 
important addition to metallurgical 
capacity was undertaken. This pro- 
gram has been completed within the 
last eighteen months, and Canada is 
now in the front rank of that small 
number of nations which account for 
the great part,of the world’s supply of 
smelted and refined metals. Taking 
copper as an example of what has re- 
cently been accomplished, there is now 
a refining capacity in Canada of 200,- 
000 tons per annum, twice the mine 
production of 1928, which was sold 
mainly in its crude state. 

The recorded dividend payments by 
Canadian companies in 1930 were ap- 
proximately $250,000,000, as com- 
pared with $219,000,000 in 1929, but 
again a qualifying note is necessary. 
Heavy financing in earier years placed 
increasing quantities of corporate se- 
curities with the public, on some of 
which initial dividends were paid in 
the first part of 1930, prior to the 
time when the full weight of world 
depression was felt. Furthermore, 
certain companies maintained pros- 
perity dividend rates by drawing upon 
reserves. Perhaps it goes without 
saying that, with a wholesale price 
decline of 23 per cent and with a 
much restricted world market, Cana- 
dian business has suffered a greater 
loss in earning power than in produc- 
tion, and that this loss is only now 
being registered in dividend rates. 
Capital reorganization has also be- 
come necessary in some cases, the 
most noteworthy being that of one of 
the largest units of the newsprint in- 
dustry, the plan for which provides 
for the writing off of about half of a 
capital of $100,000,000. 

A reduction in tax-paying power 
and calls for unemployment relief 


National Manufacturers Bank, Nee- 
nah, Wisconsin—Childs & Smith, 
Architects. “One of the most monu- 
mental banks in Wisconsin. The 
effect is secured by simplicity in 
design, with the large arched open- 
ings, the high Italian caisonned ceil- 
ing and the skylight of lacy leaded 
work. The entrance doorway is 
especially monumental and simple 
in design, surmounted by the na- 
tional eagle, giving the effect of 
delicacy and large quality.” 
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“Monumental 
and Simple” 


“Monumental and Simple in Design!’ — 
is this bank doorway. 
Monumentally—and Simply—your bank 
portal may be reproduced on your bank 
check—if rendered on 


WROE NONALTERABLE BOND 


Absence of pattern permits your en- 
trance—your whole building—or your 
trademark—to be brought out beauti- 
fully, distinctively, powerfully—on one 
of its six smooth, solid surface tints. 


Let us give you the name of a litho- 
grapher in your community who can 
furnish you checks of this character. 


It costs no more than ordinary paper. 
It is tough, flexible, stands the gaff. 
Doesn’t cut up under the check writer, 
perforates cleanly and positively. Wroe 
Nonalterable Bond is not obviously safety 
paper. When the crook tries to alter 
a check he wrecks the job before he 
knows what he is up against. See at 
left. 
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have caused a strain on government 
treasuries; the Dominion Govern- 
ment, for instance, closed its fiscal 
year on March 31 with a deficit 
of roughly $80,000,000, and in an at- 
tempt to balance revenue and expendi- 
ture has imposed higher taxation, a 
wise alternative to fresh borrowings 
with which to fund its entire deficit. 
Yet the National Industrial Confer- 
ence Board of New York in its recent 
study, “The Major Forces in World 
Depression,” states that Canada has 
no special financial difficulties, and 
that the soundness of the financial 
structure and the relative absence of 


W. E. WROE & CO. 


(Producers of Construction Bond) 


22 West Monroe Street, Chicago 


political difficulties make the pros- 
pects of an economic revival more 
promising than in most _ other 
countries. 

This necessarily brief account of 
Canadian business touches only upon 
the most important developments, fa- 
vorable and unfavorable, of the past 
two years, but perhaps it is clear that 
this economic storm has left no great 
mass of wreckage in Canada. If the 
autumn of depression has_ been 
reached and the springtime of revival 
is close at hand we shall see before 
long that the Canadian field is fertile 
in opportunity for progress. 


iy 
Modern Chemistry Make Your Dank 
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Acceptance Financing 


The International Acceptance Bank offers complete and 
specialized service in the financing of foreign trade. 
This service includes the handling of commercial letters, 
acceptances, collections, securities, bullion, and foreign 
exchange. The world-wide banking connections of this 
institution enable it to facilitate these operations, as 
well as to supply clients with valuable credit information. 


INTERNATIONAL 
ACCEPTANCE Bank, INC. 


A UNIT OF THE MANHATTAN COMPANY 


THIRTY-ONE PINE STREET 


NEW YORK 


EX-BANKERS 


to sell new complete newspaper advertising 
mat service for banks. Hundreds of banks 
from Alaska to Florida have already sub- 
scribed and many are coming in every day. 
Intense reader interest, confidence building 
copy, beautifully dressed line, complete 
with lobby-cards and direct mail letters 
make it an irresistible buy on easy terms. 
Liberal commissions and protected territory 
insure big, steady income to real salesmen. 
Traveling with car _ required. Old firm, 
nationally known, financially sound, an 
ideal connection for men with ambition 
enough to desire to work for themselves. 
Give full particulars of past experience. 
Western Advertisers Assn., 118 Park Ave., 
Omaha, Nebr. 


Fully Illustrated 
Largest Steck in U. S. 
American & Imported Arms & Am 
Full Line *Paper Targets*. Game Laws, Valuable Data, 
All Ballistics, New Gun Models, Air Guns, Telescopes, 
Engraving, *Restocking*, Skeet and Trap Equipment, 
Fine Shot Gun Barrels Replaced, Gun Repairing, 
Gun Club Accessories, Articles by Leading Authorities. 
ewSend 25c in stamps for this 144 page catalog. 


A. STOEGER, Inc 
Oldest Exclusive Gun House tn America 


509 Fifth Ave. (at 42nd St.), New York 


Padua Hold-Up Units Fully 
Protected by Patents 


‘THE Padua Hold-Up System which is protecting 
banks so thoroughly, is in turn protected by 
Patents. That is another important reason why it is 
the right kind of protection for your bank. Let us 
tell you more about it. 


Lift of foot sets off alarm No false alarm via the broom 


PADUA Hold-Up Alarm Corporation 
78 Seneca Street Cohoes, N. Y. 


Profits in American 
Industry 


(Continued from page 135) 


“statement forms” that would look 
A-1, but would be completely false, 
hence the necessity of having also a 
copy of the statement certified by the 
auditor. On the other hand, an 
audited balance sheet without the 
profit and loss statement may be 
equally misleading. 

Last year the majority of concerns 
apparently determined to clean house 
and to take their losses, but others, 
in an effort to make a good showing 
and make it appear that dividends 
were being earned, skimped on their 
depreciation and failed to write down 
inventories and to charge off doubt- 
ful accounts. Non-operating and non- 
recurring profits should always be 
shown separately. 

Some companies reported a “net 
profit” from operations last year, but 
made heavy charges direct from sur- 
plus account. Where capital and sur- 
plus accounts are combined to repre- 
sent no par value stock, this device is 
especially difficult to detect, and it 
opens the way also for secret sales or 
purchases of capital stock between the 
corporation and its directors and of- 
ficers. The fact that no tax liability 
is usually set up for such “profits” 
will put the party using such a state- 
ment on guard. 


Recovery After 1921 


NE frequently hears the state- 
ment from economists that “the 
country will eventually recover from 
the current depression but the recov- 
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ery will be very slow.” Such a state- 
ment, made at a time when evidences 
of unemployment, curtailed opera- 
tions, wage and dividend reductions, 
receiverships, etc., are visible on every 
hand, may sound most plausible, but 
before it need be accepted as true 
three other facts might be considered: 

First, the statement itself is mere 
prophecy. In the world’s known his- 
tory of at least 7,000 years the gift 
of prophecy has been given to very 
few people, and it is not certain that 
any of the present day economists are 
numbered among the select few. 

Secondly, reference to newspaper 
files for the summer and fall of 1929 
will reveal quotations from _ these 
same forecasters that “there is no 
cause for slump,” “credit stringency 
is only temporary,” “brokers’ loans do 
not constitute money withdrawn from 
industry,” “high prices of stocks have 
not yet caught up with real values,” 
and others. 

Also, there is evidence, not in 
theory but fact, that recovery in 
profits after the 1921 depression was 
extremely rapid. The greater part of 
1920 witnessed large profits, and most 
industries, except leather and rubber, 
were not genuinely hit by the slump 
until 1921, when they were hit se- 
verely. In 1922, however, there was 
an emphatic recovery that carried 
most groups up to approach or even 
surpass the level of 1920. Following 
are the figures for the three years as 
reported to the Treasury Department: 


Corporate Net Income, Less Taxes and 
Deficits 


(In Millions of Dollars ) 


Foods 
Textiles 
Leather 
Rubber 
Lumber 
Paper 
Printing 
Chemicals 
Stone, etc. 
Metals 
Misc. Mfg. 


Total Mfg. 
Mining 
Construction 
Pub. Util. 
Trade 
Service 
Finance 
Miscel. 


Total 


$4,248 D $274 
D—Deficit. 


These figures show the recovery in 
1922 in more detail than does the 
chart of the general trends which ap- 
pears at the beginning of this article. 

No inference whatever is herein im- 
plied as to what the level of profits 
may be following the depression of the 
current year, but the figures would 
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ee 282 D 36 241 
2,337 D 473 2,251 
351 D261 D 25 
ee 52 2 30 
580 397 663 
379 D151 588 
85 40 72 
520 300891 
D76 D 54 D 1 
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seem to prove at least that any pre- 
diction that recovery of American 
business will be a long-drawn out 
process may be true, or again it may 
not. 


The Duty of Corporate 


Trustees 
(Continued from page 141) 


“There is no rule of law which com- 
pels the court to hold that an honest 
trustee is liable to make good loss 
sustained by retaining an authorized se- 
curity in a falling market, if he did so 
honestly and prudently, in the belief that 
it was the best course to take in the in- 
terest of all parties’. (Per Lopes, J., in 
matter of Chapman, supra, at p. 776.) 
It cannot be said that the trustee was 
negligent in the sense that it was inat- 
tentive to its duty, or ignored the ques- 
tion whether a sale of the stocks was 
advisable or otherwise. The securities of 
the trust were examined and considered 
by a committee of the trustee’s directors 
at least once in every six months. This 
committee was composed of distin- 
guished financiers, members of the New 
York Stock Exchange, lawyers and oth- 
ers of note in business circles. It was 
their judgment that the stock should not 
be sold. They consulted Henry Clark, a 
brother of the testator, and first vice- 
president of the Cuban American Sugar 
Company, and it was his advice, given 
as late as 1928, not to sell. They con- 
sulted Horace 0. Havemeyer and Wil- 
liam O. Havemeyer, well-known figures 
in the sugar trade, and received the 
same advice. 

“True, the trustee, in a written state- 
ment sent to beneficiaries of various trusts 
under the will which it administered, 
entitled ‘Review of Trust Investments’, 
and dated June 1, 1928, reported that the 
Cuban and Guantanamo stocks were ‘un- 
suitable for long term holdings, as trust 
investments’. Yet none of these bene- 
ficiaries, including the petitioner, Mrs. 
Clark the testator’s widow, Mrs. Quin- 
cer, or Mrs. Ross, all then of full age, 
ever requested that a sale be made. 
Moreover, each of these women, in satis- 
faction of absolute gifts under the terms 
of the will, had received many shares of 
stocks in the same sugar companies. Al- 
though complaining that the trustee of 
this particular trust had not made a 
sale, not one of them, until the date of 
the accounting, had disposed of their 
own stocks. Doubtless, the securities 
were not suitable to long term holdings. 

“But when to sell? ‘Stocks of variable 
value ought not to be timidly and 
hastily sacrificed, nor unwisely and im- 
prudently held.’ (Per Finch, J., in matter 
of Weston, supra, at p. 511. ) The sur- 
rogate determined that the trustee 
should have sold in September, 1927. 
Yet from the preceding December of 
1926, the market prices for Cuban Amer- 
ican had consistently fallen, the high 


and low for each succeeding month being: 


lower than for the preceding. The same 
consistent decline followed through to 
the date of the accounting. The fall was 
due solely to the oversupply of sugar in 
the markets of the world. An oversup- 
plv of a commodity, compelling sales at 
prices netting little or no profit, in the 
long run necessarily induces under plant- 
ing, which in turn is productive of 
higher prices for the commodity and in- 
creased profits to the producer. 
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MIDLAND BANK 


= 


A Complete Banking Service 


The Midland Bank offers exceptional facilities 
for the transaction of banking business of every 


description. 
Aquitania” 


It has offices in the Atlantic Liners 
“ Berengaria” 


Mauretania” 


and with affiliated banks operates over 2550 
branches in Great Britain and Northern Ireland. 


The offices in Poultry and at 196 Piccadilly are 
specially equipped for the use of American visitors. 


Head Office: POULTRY, LONDON, E.C.2 


Overseas Branch: 


No Responsibility for Error 
of Judgment 


66 ERE was a sugar company, coming 

through a period of depression with 
assets unimpaired, with a book value 
greater rather than less, with liabilities 
reduced rather than increased, with a 
cash condition notably sound, able to 
survive if any sugar company might. 


Under these circumstances was it the | 
part of wisdom to sell the stock at what | 
each month may well have seemed bot- | 


tom price? With all the advices which 
the trustee received from those well- 
versed in the sugar trade and in finance, 
and those experienced in the vagaries of 
the stock exchange, counseling delay, 
how can it be said that it was negligent 
in omitting to make prompt disposal of 
the stocks? Under the circumstances, 
we think that the trustee, as the event 
has proven, was guilty, at the very most, 
of an error of judgment, in not making 
sale of the stocks at an earlier date. It 
may have been deficient in prevision and 
prophesy; it was not lacking in the exer- 
cise of care. Therefore, even if the im- 
munity from liability provided for by 
the testator does not cover the case, we 
think that there has been no fault and 
that it was error so to find. 

“The order of the Appellate Division 
should be reversed and the decree of the 
Surrogate’s Court modified by striking 
therefrom the provisions surcharging 
the accounts of the trustee, with costs 
to the appellant in all the courts payable 


from the fund.” 

The corporate trustee can now 
feel secure in the belief that it cannot 
be held responsible for losses of this 
character even though guilty of an 
error in judgment, provided the court 
can be satisfied that due care and dili- 
gence have been exercised. This deci- 
sion comes as a welcome relief. 


122 OLD BROAD STREET, LONDON, E.C.2 


do not protection make... 


—for safe deposit vaults cannot permanently p' 
the writing upon important papers from the Moding 
effects of moisture, heat, age and sunlight. 

But all usual and unusual writing in Hissine 
Eternal, the permanent ink which writes jet Black 
and forever remains so, out-lives the paper on which 
it 1s used and is forever legible and beautiful. 

It is the ink which lawyers, 
bankers will recommend for protecti 


BLACK - NEVER FADES- PROOE AGAINST CHEMICALS. 


For Steel Pens & Fountain Pens 
Chas. M. Higgins & Co., Inc., 271 Ninth St., B’klyn, N. Y. 


Makers of Higgins’ American Drawing Inks, 
Writing Inks and Adhesives for Half a rename 


and 


Scovell, 
Wellington 


and Company 


ACCOUNTANTS and AUDITORS 
MANAGEMENT ENGINEERS 


10 East 40TH STREET, New York 
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Lubrication 
Leaders 


When one company supplies the 
lubrication and the lubricating 
equipment extensively used in 
twenty-three great national in- 
dustries, it may be stated con- 
servatively that this company is 
“great’’—and well established. 
This is what the Alemite Cor- 
poration is doing today. Alemite 
is accepted as America’s leading 
exponent of smooth-running ma- 
chinery. And just like three 
other equally outstanding sub- 
sidiaries of Stewart-Warner, it 
is piling up strength—prestige 
—stability—for its parent com- 
pany. 

Copy of latest financial report 
and list of products manufac- 
tured will be mailed to any ad- 
dress upon application. 


STEWART-WARNER 
CORPORATION 


1826 Diversey Parkway Chicago 
and subsidiaries 
Stewart-Warner-Alemite Corp’n 
of Canada, Ltd. 

The Alemite Corp’n 
The Bassick Co. 

The Stewart Die Casting Corp’n 


$500,000,000 
RESOURCES 


ECURITY - First 
NATIONAL BANK 
OF LoS ANGELES 


Fully equipped to do every kind 
with branches in 61 communi- 
ties, extending from Fresno and 
San Luis Obispo to Imperial 
Valley. 


When a banker has valued cus- 
tomers leaving for Southern Cal- 
ifornia, he will do them a favor by 
giving them letters of introduction 
to Security-First National Bank. 
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_ Association Activities . 


Proposed Amendments to the Constitution 


HE following proposed amend- 

ments to Article VIII and Article 
X of the Constitution, having been 
submitted to the Executive Manager 
by the proponents, A. C. Robinson, 
President of the Savings Bank Divi- 
sion, and Gilbert T. Stephenson, 
President of the Trust Company Divi- 
sion, more than thirty days before 
the annual session of the General 


| Convention, are published according 
| to the provisions of Article XI. 


Amend Section 1 of Article X to 


| read as follows: 


See. 1. Divisions of the Association 


| composed of the different business classes 


of the membership are hereby created 
as follows: 


(a) A Trust Division whose scope 
shall embrace all trust matters of inter- 
est to Trust Companies and banks. 

(b) A Savings Division whose scope 
shall embrace all matters relating to in- 
stitutions receiving savings deposits. 

(c) A National Bank Division whose 
scope shall embrace all matters of inter- 
est to National banks. 

(d) A State Bank Division whose 
scope shall embrace all matters of inter- 
est to State banks. 

Members of the Association may en- 
roll as regular members of but one Divi- 


| sion in which they shall have full powers 


and privileges of membership; they may 
also enroll as associate members of any 
other Division or Divisions, but without 
power to vote or hold office in such other 
Division or Divisions; 

Provided that nothing herein shall 
prevent an individual regular member or 
an officer, director, trustee, manager or 
partner of a regular member of any Di- 


Mid-Continent Trust Meeting 


WIDE range of practical prob- 
lems relating to trust work will 


| be covered by the program of the 


Seventh Mid-Continent Trust Confer- 
ence at Grand Rapids, Michigan, Sep- 
tember 17 and 18. The conference 
will be held under the joint auspices 


| of the National Bank Division and the 


Trust Company Division. Subjects 


| to be discussed by speakers include 


the ethics of selling trust service, 
effective advertising, personal solici- 
tation, living trusts, investment prob- 


| lems, co-mingled trust funds, trust 


department responsibilities, business 
insurance trusts as business produc- 
ers, systematic review of trust invest- 
ments, cost and compensation, will 
planning and the legal liabilities of 
directors with respect to their trust 
department. 


vision from being eligible to appoint- 
ment by any other Division upon any 
committee of such other Division other 
than the Executive Committee thereof. 

Amend the second paragraph of Ar- 
ticle VIII under the sub-title ““Mem- 
bers” by striking out the word “Bank” 
between the words “Savings” and 
“Division” and by striking out the 
word “Company” between the words 
“Trust” and “Division.” 


URSUANT to amendment to By- 

law III, adopted by the Executive 
Council, April 14, 1931, authorizing 
and empowering the Executive Mana- 
ger to appoint one or more employees 
to perform the respective functions of 
secretary and assistant treasurer, 
proposal is made further to amend 
article VIII by striking out the second 
sentence under this sub-title, “Officers 
and Employees,” which reads: 


“The committee (meaning the Admin- 
istrative Committee) shall appoint a 
Secretary of the Association who shall 
be a subordinate of the Executive Man- 
ager and an Assistant Treasurer and 
may in its discretion appoint one person 
to serve in both capacities. The functions 
and duties of the Secretary and Assis- 
tant Treasurer shall be prescribed by by- 
law.” 

Consonant with the above also 
amend the sentence next succeeding by 
striking out the word, “other” be- 
tween the words “of” and ‘‘subordi- 


nate officers and employees.” 


President Stephenson to 
Association Members 


N a letter to the JOURNAL, Rome 

C. Stephenson, President of the 
American Bankers Association and 
vice-president of the St. Joseph 
County Savings Bank, South Bend, 
Ind., directs the attention of all 
members to the relationship exist- 
ing between the Association and the 
issue of travel cheques which it 
sponsors. He states that the cheque 
is of outstanding importance among 
the many services which the Asso- 
ciation has made available to its 
members. 

“The A.B.A. cheque,” continues the 
letter, “was created by the Associa- 
tion in 1909 in answer to the wide- 
spread desire of its members issue 
travel cheques in their own names. 
Their aim was to show that banks 
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were equipped in their own right to 
protect the travel funds of their cus- 
tomers. 


66 HE cheque has filled this need. 

Its distribution and acceptance, 
which are world-wide, are due pri- 
marily to the cooperation of member 
banks of the Association who for more 
than twenty years have given it their 
support. Their efforts have made it 
possible for the cheque to maintain a 
standard of service worthy of its ori- 
gin. Much has been contributed by 
non-member banks and other desirable 
issuers who have been given the privi- 
lege of handling this cheque and who 
have broadened the scope of its ser- 
vice by providing additional sales and 
encashment facilities. But the great 
strength of the cheque lies in the 
member banks of the Association who 
have made it in a real sense what it 
was originally intended to be—their 
own travel cheque. 

“Obviously it would not have been 
feasible, even twenty odd years ago, 
for each of the thousands of banks in 
the Association to issue its own travel 
cheque independently of the others. 
The confusion of so many different 
forms would have prevented wide gen- 
eral acceptance, and would have opened 
immeasurable opportunities for coun- 
terfeiting. Therefore it was agreed 
that the Association, in behalf of all 


its members, should create one uni- 
form travel cheque, so devised that it 
might bear the name of the individual 
issuer. 

“Equally important was the need of 


developing ready negotiability for 
these cheques wherever the public 
might present them in payment for 
goods or services, and of insuring 
prompt refunds in case of loss or 
theft. Manifestly this could be done 
only by entrusting the administration 
of the cheque to a responsible central 
agent. The Bankers Trust Company 
of New York was selected for this 
purpose and its position, as set forth 
in its agreement with the American 
Bankers Association, is solely that of 
agent for the institutions which issue 
these cheques. It is required to make 
periodical reports of its stewardship 
and must obtain the approval of the 
Association on all matters involving 
major changes in policy. 


s¢oTN my capacity as President of the 

American Bankers Association, 
therefore, I feel it is incumbent on me 
to describe in this communication sev- 
eral facts concerning A.B.A. cheques 
which every member should know. 
From the outset the Association 
cheque was established on the highest 
possible standard of quality and ser- 
vice. It has never been successfully 
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OUR OFFERING LIST WILL BE MAILED REGULARLY UPON REQUEST 


G M A C obligations 


enjoy the protective background of highly liquid assets, with 
credit factors widely diversified in region and enterprise. Long 
regarded as a national standard for short term investment, they 
have been purchased by individuals, institutions and 
thousands of banks the country over. 


available in convenient maturities and 
denominations at current discount rates 


GENERAL MOoTors 
ACCEPTANCE CORPORATION 


OFFICES IN 
Executive Office 


CAPITAL, SURPLUS AND UNDIVIDED PROFITS 


PRINCIPAL 
- BROADWAY at 57TH STREET 


CITIES 
-- New York City 


OVER $80,000,000 


counterfeited. It is certified and 
therefore acceptable for payments 
which by law or custom require certi- 
fication. The protection it gives to 
issuers is as liberal as sound business 
practice permits. The encasher is 
equally protected. Holders enjoy 
maximum safety and 99 per cent of 
all losses are refunded on the same 
day that the affidavit of loss is re- 
ceived. 

“The cooperation of Association 
members throughout the United 
States insures acceptance in this coun- 
try while in Europe the leading banks 
issue A.B.A. cheques and stand ready 
to honor them in their thousands of 
offices. Many private travel agencies, 
cable and telegraph offices throughout 
the world provide facilities for cash- 
ing the Association’s cheques. In 
Japan the Yokohama Specie Bank, 
Ltd., acts as agent in handling refunds 
on cheques lost by travelers. On be- 
half of the Association I can assure 
members that they can recommend 
A.B.A. cheques to customers with full 
assurance that these cheques reflect 
credit on their respective banks. 

“It is a fundamental principle of 
the system, as well as a matter of mu- 
tual courtesy between members of our 
Association, that each of them shall 
accept the Association’s official cheque 
at face value. Each bank expects 
other members of the Association to 
extend this courtesy to its customers 
carrying A.B.A. cheques. The Asso- 
ciation relies on its members for con- 
tinued adherence to this policy.” 


Convention Calendar 


DATE STATE 

1931 ASSOCIATION 
Sept. 17-18 Kentucky 
Oct. 22-23 Nebraska 
Nov. 6-7 Arizona 

1932 
May 10-12 
May 23-25 Illinois 
June 1-3 South Dakota 


AMERICAN BANKERS ASSOCIATION 
MEETINGS 


PLACE 
Louisville 
Lincoln 
Nogales 


Austin 
Springfield 
Watertown 


Texas 


1931 
Oct. 5-8 A. B. A. Convention, 


Atlantic City, N. J. 
1932 


June 6-10 A. I. B. Convention, 
Los Angeles, Cal. 


REGIONAL CONFERENCES 
1931 
Sept. 17-18 Seventh Mid-Continent 
Trust, Grand Rapids, Mich. 
Pacific Coast and Rocky 
Mt. States Trust, 
San Francisco, Cal. 
5-6 Southern Bank Man- 
agement Conference, 
Nashville, Tenn. 


OTHER ASSOCIATIONS 
16-18 Savings Banks Association 
of N. Y. 
Niagara Falls, N. Y. 
28-30 National Association of 
Supervisors of State 
Banks, New Orleans, La. 


21-23 


Group Banking and Your Directors 


Every one of your directors is in- 
terested both for himself and his bank 
in better banking profits.. The JOURNAL 
supplies the facts. Let us tell you— 
— our Director subscription 
plan. 
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Winter's coming, 


And after that, the Spring— 
you wouldn't deny it, would you? 


Officially, around here, it’s 
Summer until September 
21st. But then, after the cool 
crisp days of October and 
November, Winter's com- 
ing, and there isn’t one of 
us that would be foolish 
enough to say “No, not this 
year.” 


Today, in many businesses, times are 
slow but better times are expected, and 
how soon you notice a gradual improve- 
ment setting in depends greatly upon 
your own courage and aggressiveness. 


Shrewd companies use slow times to 
re-study their products, their markets 
and their service. These companies 
have a marked advantage when good 
times begin to reappear, and they will 
expand farther when business is boom- 
ing and people are buying. 


As a Banker you are interested in the 
businesses of your community. Upon 


these businesses and their activity depend 
the growth and expansion of your bank. 
What are you doing to be sure that 
every business in which you are inter- 
ested is preparing for the return of bet- 
ter times? 


This is an important question in times 
like these, for upon Bankers depends 
largely how successful the rehabilitation 
of many businesses will be. 


Advertising and sales plans laid this 
fall should bear fruit before 1932 is far 
advanced, and in laying these plans 
think how important the thousands of 
Bankers who read the AMERICAN BANK- 
ERS ASSOCIATION JOURNAL can be to the 
businesses in which you are interested. 


Men of influence in every commu- 
nity, guides and counsellors to the in- 


JSIMERICAN 


vesting and purchasing public, these 
readers of the JOURNAL can play a large 
part in helping your companies to show 
a better balance sheet in 1932 than they 
have through the past two years. And 
the thousands of other Bankers and 
Bank Directors who read the JouRNAL 
are an important market in themselves 
that should not be overlooked in the 
sales plans and programs of your com- 
panies. 


The JourNAL offers at an unusually 
low page rate a quality market of buy- 
ing power and influence second to none. 
Make sure that the advertising plans 
of your businesses include a consistent 
campaign in this, the dominant publi- 
cation in the banking field. 


BANKERS 


Association 


JOURNAL 


22 East 40th Street, New York 
ALDEN B. BAXTER, Advertising Manager 


H. Kenyon Pore, 230 N, Michigan Ave., Chicago. 


R. J. Bircu & Co., San Francisco and Los Angeles 


When writing to advertisers please mention the American Bankers Association Journal 
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The Gap in Farm Loan 
Agencies 
(Continued from page 148) 


the usual seasonal accommodation 
which has been required by country 
banks. Correspondent banks in many 
areas have looked with disfavor upon 
agricultural paper and as a conse- 
quence country banks are finding it 
more and more difficult to meet the 
normal credit demands of their 
farmer customers. In addition, the 
low level of farm prices has seriously 
curtailed farm income, which, in turn, 
has been reflected in a lower level of 
deposits in agricultural areas. 

As a consequence of all these fac- 
tors, it is safe to say that there has 
been a definite breakdown in the 
credit facilities available to agricul- 
ture in large sections of the United 
States. It is to fill in this gap and to 
supplement those local agencies which 
still remain that the organization of 
credit corporations particularly rec- 
ommends itself at this time. 


New Book 


REDUCING SEASONAL UNEM- 
PLOYMENT. By Edwin S. Smith. 
Published by the McGraw-Hill Book 
Company, New York City. 296 
pages. 

In contrast with a widely current 
view that business cycles are inevi- 
table, this volume recounts the experi- 
ences of several business leaders in 
attempting to smooth the hills and 
valleys of their respective enterprises. 
The subject is handled in a much 
broader way than the title would in- 
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Vacant Space 
Moved 


Results Produced 
Tough Problems Solved 


UR Building Manage- 

ment Organization has 
been and is handling a num- 
ber of such building rental 
campaigns to the eminent 
satisfaction of building 
owners and bank boards. 
If you need new ideas, en- 
ergetic action, and have a 
building of 100,000 or more 
square feet needing imme- 
diate rental action. this ex- 
perienced organization will 
be glad to show you its 
qualifications. 


Arrange for a preliminary 
interview by writing Box 


BM, care A. B. A. Journal. 


* 


This message applies to any building from 
Chicago to cities along the Atlantic Coast. 
A box number is used for reply because the 
very nature of our business relations with 
clients is always on a confidential basis. 


dicate. The problem of avoiding ab- 
rupt seasonal fluctuations in employ- 
ment is discussed as part of the much 
bigger problem of keeping production 
on an even keel. Particularly timely 
and valuable are the numerous speci- 
fic instances in which firms, named in 
the book, helped to stabilize them- 
selves by applying certain remedies. 
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E. A. KANE 


Now-—train yourself 


in effective expression 


Public Speeches—Magazine Articles 
Business Letters—After-Dinner Talks 
Social Conversation—Committee Work 
Personal Letters—Society Meetings 
Negotiations—Interviews—Reports 


S banker, your 
standing in the com- 
munity makes it al- . 

most obligatory that 
when you write and talk 
you do so with greater 
competence than is re- 
quired of the ordinary 
business man. You will 
therefore welcome the 
unique training offered 
you in the two volumes 
by John Mantle Clapp, 
Edwin A. Kane and 
Homer Heath Nugent. 
The authors have had 
long experience in carry- 
ing on special training 
courses for executives of 
some of the largest busi- 
ness institutions in the 
country. Many individ- 
uals have paid them large 
fees for private coaching. Now the unique meth- 
ods which have proved so remarkably successful 
in their courses are available for your use at 
nominal cost. 


In two large volumes of 1202 pages, “How to 
Talk” and “How to Write,” they offer you an 
absolutely new and remarkably simple training 
method which shows you how to recognize and 
overcome the special difficulties that face you in 
any situation. From the very first page that you 
read you can get ideas that you can put to use 
at once. You can apply these ideas in any writing 
or talking that you have to do, from the simplest 
personal note to the most important public speech. 
No formal course of study is required; all that is 
necessary is to apply the suggestions of the books 
to the situations you meet from day to day. A 
steady development of your powers of expression 
will follow as a matter of course. 

Nearly twenty thousand men and women have 
already accepted the “guaranteed-satisfaction offer” 
outlined below. Let us send you, too, a set so 
you can see for yourself how helpful these books 
will be to you. 


“They are indispensably valuable for any person 
who has talking or writing to do, to have on 
his desk for consultation and guidance. . . .”— 
H. B. Wilson, National Director, American Junior 
Red Cross. “Very well written, sound in materials 
and methods . . . should prove particularly 
helpful to mature students working alone.”— 
George Phillip Krapp, Professor of English and 
Comparative Literature, Columbia University. 


J.M.Citapp H.H.NuGENT 
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return them within that period if you find them 
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mail the approval order form below; the books 
will be shipped to you at once, delivery charges 
prepaid. 
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The Ronald Press Company 
Dept. M457, 15 E. 26th St., New York 
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for four months. 
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Waste at Home and Abroad 
TRANSLATION of Russia’s 


New Primer, a presentation 
of the new social and economic plan 
on which the Soviet is working, has 
been published in this country. 

In Russia, it was designed for 
the education of the youth; in this 
country, it is expected that it will 
have an adult audience. 

Comprehensive, bristling with 
facts, it came from the hand of an 
author literally filled with enthusi- 
asm-over the work and the plans of 
the Soviet, and several educational 
authorities in America have hailed 
it as a find, but let us keep our feet 
on the ground. 

To make striking comparisons 
between the Communist theory and 
the economic order of a capitalistic 
system, the Primer makes frequent 
reference to America. 

The author has selected rare, or 
isolated occurrences and, in the ab- 
sence of a specific statement to the 
contrary, leaves the Russian reader 
to jump to the erroneous conclusion 
that these occurrences are things of 
daily practice here in the United 
States. 

To illustrate: Following the 
heading, “A Mad Country,” by 
which, of course, is meant the 
United States, there appears the 
following: 

“On the first of September, 1920, a train 
left Washington: a locomotive and thirty 
cars. The cars were loaded to the top with 
watermelons. The melons were ripe and 
sound, and every one cost 25 cents—50 ko- 
pecks in our money. The train went rapidly 
northward. 

“On the bank of the Potomac River, where 
the track passes along a cliff, the train 
stopped. Workers bustled about near one of 
the cars. 

“And all at once, splash, splash! One 
melon fell into the water, a second, a third. 
A whole stream of melons rushed over the 


cliff into the river below. They jumped like 
croquet balls, collided, and broke into bits. 
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Near the shore in the water a raft of melons 
was formed—a green, floating island. And 
the melons continued to come. The first car 
was followed by a second, the second by a 
third. The work went on efficiently; a car in 
two minutes; thirty cars in an hour. 


“In 1920 thousands of gallons of milk 
were poured into the rivers and creeks of 
southern Illinois. 


“In Ocober, 1921, placards were placed 
along the highways in the Middle-Western 
States advising the farmers to burn corn in- 
stead of coal. 


“On June 24, 1924, the New York World 
announced: “Thousands of packages of cu- 
cumbers and other fresh vegetables were 
dumped on the offal dock today.’ 


“Every few years a large percentage of 
the Maine potato crop is left to rot in the 
ground. 


“In the Western States again, as in 1921, 
grain is being burned in place of fuel.” 


There is waste in the United 
States as everyone knows, but to 
make, by inference, the quoted 
things the rule, will in this country 
carry its own refutation. But some- 
times what appears on the surface 
as waste is in reality an investment 
as is indicated by the experience of 
one farmer. On account of low 
prices, he one year left hundreds of 
acres of potatoes in the ground. 
The price of digging them would 
have been a loss, bushel by bushel, 
yet he later declared that his de- 
termination not to harvest that crop 
constituted one of the best invest- 
ments he had ever made in farming 
because the potatoes left in the soil 
had so increased its fertility that in 
succeeding years he more than 


made up his loss for the crop that 
was not harvested. 


And it may occur even in Russia 
that an occasional student, reflect- 
ing on how little he has, and how 
much more he would like to have, 
may for all his enthusiasm over the 
Plan traitorously entertain the 
thought that whatever its defects 


September, 1931 


may be, the American capitalistic 
system does produce with an abun- 
dance! 

But the New Primer makes no 
mention of a Russian waste at 
which the whole world stands 
aghast—the waste of human lives! 

The zealot who writes under the 
influence of the Soviet “tempo” is 
exercised over the waste of water- 
melons and potatoes here in Amer- 
ica, but says nothing about the mul- 
titude of Russians who are brutally 
and heartlessly deported to Siberia 
or other places far from their hum- 
ble homes, separated sometimes 
from their families, driven off into 
strange regions and thrown into 
slavery to work until death relieves 
them from their bondage! 

How much, even numerically, 
this waste amounts to is not 
known. The Congressional Com- 
mittee reported that as many as 
5,000,000 persons may have been 
thus driven to regions far from 
their homes. 

In our meditations over this so- 
called grand new plan that its en- 
thusiastic supporters believe is go- 
ing to do so much more for hu- 
manity than the capitalistic system, 
we shall be able still to endure the 
remembrance of the waste that oc- 
curs in our economic system, if we 
think of that waste of human flesh 
and bones over there! 


Are potatoes in America of so 
much more value than human lives 
in Russia that authors may sob 
over the former but regard the [at- 
ter as not worth mentioning? 

It is true that we have a waste of 
lives here in the United States due 
to the wealth of our industrial 
equipment, and to the operation of 
about 28,000,000 automobiles, but 
every other country which attains a 
comparable development will pay 
the same penalty. In countries 
where machinery is new to many of 
those who work with it or around 
it the percentage of accidents is 
pretty sure to be greater than our 
own. 
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